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Preface and Acknowledgments 


This study is one of several that were commissioned by The Ontario Committee on 
Taxation to aid it in its deliberations. In addition to the use made of this work by 
the Committee, it is hoped that this study will be of interest to university teachers 
and students, civil servants and others who work and read in the public finance 
area. In order to make the scope of readership as large as possible, an attempt has 
been made to keep the technical terms to a minimum. Where it was felt that tech- 
nical terms must be used, they were defined and an attempt was made to confine 
the analysis to a fairly elementary level. 


Although there have been several studies in the United States that attempt to 
measure the redistribution of income among income classes that occurs as a conse- 
quence of government revenue and expenditure programs, very little research of 
this nature has been undertaken in Canada. To the best of my knowledge there are 
only two other studies of this nature based on Canadian statistics. The first study 
on this topic in Canada was undertaken by Professor Irving Goffman for the 
Canadian Tax Foundation (Irving J. Goffman, The Burden of Canadian Taxation, 
Canadian Tax Foundation, Toronto, 1962). Although Professor Goffman’s study 
is an excellent contribution to literature, it is limited to an examination of the 
impact of government revenues on various income classes. The second Canadian 
study was undertaken by Professor W. Irwin Gillespie for the Royal Commission 
on Taxation. This study, which is soon to be published, examines the impact of 
both revenues and expenditures on the distribution of family income in Canada. 
However, since Professor Gillespie was concerned primarily with the federal rev- 
enues and expenditures and consequently with the entire country, he did not take 
account of the differences that might arise among the provinces. For example, if 
one province has higher tax rates than the others, the tax burden on the families 
in that province would likely be higher than the burdens on families residing in 
other provinces. This Ontario study is designed to measure the impact of Canadian 
revenues and expenditures on the distribution of family income in the province. 
However, since there was an exchange of studies and information between the 
federal commission and the Ontario committee, it was decided to make this study 
complementary to the federal study by adopting as much as possible the same 
definitions, time periods and sources of data. Although this decision did place 
some restrictions on the analysis, there is a gain to readers of both studies in that 
the studies can be more readily compared than if the definitions, sources of data 
and time periods were different. 


In the course of conducting this study I have received the help of several 
individuals. In the following paragraphs, I have attempted to acknowledge those 
who have made substantial contributions to my work. 
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CHAPTER 1 


The Incidence of Government Revenues and Expenditures 


INTRODUCTION 


| nae is general agreement that government revenue and expenditure programs 

have a substantial impact on the distribution of income, but the magnitude of 
this impact is usually unknown. The detailed effects of government fiscal activity! 
are difficult to ascertain because of inadequate statistics and a lack of well-devel- 
oped economic theory. Nevertheless the distributional effects of government fiscal 
activity must be estimated in order to evaluate alternative combinations of revenue 
and expenditure programs. Thus, the chief purpose of this study is to examine 
the impact of government fiscal activity on the distribution of family income in 
Ontario. This is accomplished by first classifying families according to their 
income. Revenues and expenditures are then allocated to families. This allocation 
is made on the basis of the incidence assumptions we adopt in regard to each 
revenue and expenditure item. Next, the revenues and expenditures allocated to 
families in each income class are divided by the income in the class. This enables 
us to determine by level of income: 


(1) the percentage of income paid in the form of taxes and other charges, 
(2) the proportion of total income due to government expenditures, and 
(3) the net effect of government fiscal activity on income. 


USES OF THE RESULTS 


There are several uses that can be made of these results. First, the magnitude 
of the redistribution of income caused by government expenditure and revenue 
programs can be determined. This gives an indication of the ability of government 
to redistribute income. For example, if the combined effect of revenue and 
expenditure programs is to redistribute $4 billion, the government’s ability to alter 
the distribution of income is likely to be much larger than if only $200 million 
changes hands as a result of government fiscal activity. 

Second, the results of our investigation indicate the pattern of redistribution 
that results from government fiscal activity. This allows judgment to be made as to 
whether government’s impact on the income distribution is equitable. For example, 
if it is judged that equity can best be served by a reduction in income inequalities, 
our results indicate the extent to which government fiscal activity meets this concept 
of equity. 

Third, the impact of individual taxes and expenditures can be compared and 
evaluated. Although it is the effect of all revenues and expenditures that is impor- 
tant in evaluating the impact of government, knowledge of the effect of individual 
revenue and expenditure items is useful when considering whether one item should 
be substituted for another, or in determining which item should be increased or 
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reduced. For example, if the government intends to raise more revenue from either 
the sales tax or the personal income tax, the impact of each tax on the income 
distribution is an important consideration in selecting one of the two levies. 
Fourth, these results help in making international comparisons of revenue and 
expenditure structures. For example, international comparisons of tax burdens are 
frequently made. From our results, and those obtained from similar studies con- 
ducted in other countries, a comparison of tax burdens and the combined revenue- 
expenditure impact on income can be made by income class as well as in total. 


PROBLEMS AND SCOPE OF THE STUDY 


The scope of this study is determined by the decisions that are made on many 
separate questions. Many of these questions are solved, not on the basis of what is 
optimal, but rather on what is feasible. There are both theoretical and empirical 
difficulties that tend to limit our investigation. Many of these problems are dis- 
cussed in the succeeding chapters and the appendixes, but we explore some of the 
basic questions in this section of the study. 

One problem is determining the proper base for measuring the impact of 
government on individuals. Ideally, we would like to measure changes in the well- 
being of individuals that result from government activity. This concept is impossible 
to measure because an individual’s well-being depends on many factors, some of 
which are intangible. However, even disregarding all considerations except those of 
an economic nature, some difficulty remains. An individual’s economic position at 
a particular time depends chiefly on his wealth position. But statistics are not avail- 
able either on the distribution of wealth or on the relationship between government 
revenues and wealth. Thus we have adopted current income as the basis of measur- 
ing the economic position of individuals. We have adopted this concept for several 
reasons. First, the necessary data relating revenues and expenditures to current 
income are available. Second, current income is related, albeit imperfectly, to 
wealth. Third, current income is frequently used as a basis for measuring the 
ability to pay tax and the impact of government fiscal activity. 

There is a set of problems that relate to the measurement of the impact of 
government. It is argued by some that government’s action in areas such as inter- 
national trade, collective bargaining, the supply of money and the structure of 
various industries affects the distribution of income and that an examination 
of revenues and expenditures only indicates a portion of the redistributive impact of 
government. We grant that this argument is true, but an investigation into the total 
redistribution of income by government is not attempted here, both because it would 
take more resources than we have available and because there is not sufficient statis- 
tical material in existence. In addition, effects of fiscal activity are of particular 
importance because revenue and expenditure decisions have a much more direct 
impact on the distribution of income than policy decisions in other areas of govern- 
ment influence. 

A more serious criticism for studies of this nature is that we cannot determine 
the impact of fiscal activity because we do not know what the distribution of income 
would be in the absence of government.? This is partly because the expansionary 
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effects of expenditures and contractionary effects of revenues change the distribu- 
tion as well as the level of income. It is further argued that even if the level of 
income remains constant, revenues and expenditures alter patterns of production 
and demand through their effects on such factors as the desire to work and to invest. 
These effects on productive resources alter the distribution of income. For example, 
an income tax may reduce work effort, causing a shift to the use of machinery. This 
shift may lower the amount of wages paid and increase the amount of investment 
income.* We recognize the validity of these criticisms, but since it is impossible to 
conduct the experiment of removing all revenues and expenditures we cannot ascer- 
tain the distribution of income that would exist in the absence of government. Thus, 
we assume that government only reduces individual incomes by an amount equal to 
the government revenues paid and adds to incomes by an amount equal to the 
expenditures received. This means that we neglect any distributional changes 
caused by the impact of government fiscal activity on the total amount of income* 
and on the supply of productive resources. Thus we assume that the distribution of 
other sources of income such as wages and salaries, return on investments, and 
return on farming are not affected by government fiscal activity. 

Another difficulty is in determining the government units that should be in- 
cluded in the investigation. There are several approaches that can be taken in 
solving this problem—many of which have been adopted in similar studies. All 
approaches would include the Ontario provincial and municipal revenues and ex- 
penditures, but the other government units to be encompassed depend on the 
purpose of the investigation. Four possible approaches to the problem are discussed 
below. 

One possibility is to include only the Ontario provincial and municipal govern- 
ments and to allocate all of these revenues and expenditures to Ontario residents.® 
This approach could be defended by arguing that the activities of other govern- 
ment units are beyond the influence of Ontario, and thus are unimportant in 
designing the revenue and expenditure structure of the province. The exclusion 
of governments that do not have jurisdiction over Ontario residents might also be 
justified if the Ontario revenues and expenditures exported outside the province 
are equal to the amounts imported. 

A second approach is to reduce the Ontario receipts and expenditures by the 
amount that the Ontario fiscal activity changes federal revenues and expenditures. 
Changes in federal revenues and expenditures could occur in several ways. For 
example, the imposition of a property tax reduces corporate profits thereby reduc- 
ing the federal corporate tax liability. Thus there are some corporate tax savings 
that should be subtracted from the Ontario property tax receipts to obtain the net 
burden of the property tax. Similarly, some of the federal transfer payments, such 
as aid for dependent children, depend on provincial payments. This is an appro- 
priate approach to select if it can be assumed that the federal structure is in exis- 
tence before the provincial and the object of the study is to measure the net cost 
and gain of provincial revenues and expenditures. 

A third approach is to reduce the Ontario revenues and expenditures allocated 
to Ontario residents by the amount that these items are shifted to individuals out- 
side the province.* For example, foreign investors may bear part of the Ontario 
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corporation tax and tourists benefit from Ontario road expenditures. This adjust- 
ment is an appropriate one to make if the purpose of the investigation is to measure 
the effect of Ontario fiscal activity on Ontario residents. 

A fourth approach is to exclude the revenues and expenditures shifted to non- 
residents and include the revenues and expenditures of all other governments that 
accrue to residents of the province. This is the proper approach to select if the 
purpose of the study is to measure the impact of the fiscal activity of all govern- 
ments on the income distribution in Ontario, and if the revenues and expenditures 
exported are not equal to the amounts imported. 

The approach we have selected is very close to the fourth approach. Our 
analysis is based on the fiscal activity of all Canadian government units. This 
encompasses the fiscal activity of the Ontario provincial and municipal govern- 
ments, the federal government, and the provincial and municipal governments in 
the nine other provinces. We have included the revenues and expenditures of the 
federal government and the other provinces because they do affect the income of 
Ontario residents. An examination of Ontario taxes and expenditures alone would 
give an incomplete and distorted picture of the impact of government. For 
example, even if the burden of the Ontario tax structure was judged to be equitable, 
the combined federal-provincial-municipal burden may be considered inequitable. 
The effect of the Ontario revenues and expenditures can be evaluated adequately 
only in the context of the total impact of government fiscal activity on the income 
distribution in Ontario. Thus, the fiscal activity of other governments should be 
included even if they cannot be influenced by Ontario. However, the distribution 
of powers and functions in Canada along with the high proportion of the country’s 
population and income in Ontario gives weight to the belief that Ontario can 
exercise some influence on the revenue and expenditure programs of other govern- 
ments. This gives additional support for including other Canadian governments in 
our analysis. The impact of the other provinces and their municipalities on Ontario 
residents is investigated because the amounts of Ontario revenues and expenditures 
exported to the rest of Canada are not likely to be equal to the amounts imported. 
This is because the level of income is higher in Ontario than elsewhere in the 
country and because the composition of Ontario revenue and expenditure programs 
is different from those of any other province. 

We do not include the fiscal activity of other governments outside Canada, 
however. This is partly because it is impossible, with the resources currently avail- 
able, to determine statistically the share of foreign taxes and expenditures that 
accrue to Ontario residents. To estimate the effects of foreign fiscal activity it 
would be necessary to examine the production patterns, industrial structure and 
foreign trade as well as the tax and expenditure programs of all of Canada’s trad- 
ing partners. In addition, the fiscal activities of foreign governments are generally 
so far removed from the scope of Canadian influence it is questionable whether 
the effects of these foreign programs should be included even if it were statistically 
possible. 

The last basic problem discussed in this section is the manner in which 
Ontario residents are to be ranked by income. For the purpose of our investigation 
we have attempted to solve this problem by classifying Ontario residents two ways. 
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They are first grouped into families and unattached individuals.‘ One reason 
for this grouping is that often incomes earned by individual family members are 
pooled together and expenditures are made as a result of a family rather than an 
individual decision. For example, housing is a family expenditure, consequently 
the property tax is a family burden. Similarly, road expenditures tend to benefit 
families since the purchase of a car is normally a family decision. Thus, many 
government revenues and expenditures can more appropriately be allocated to 
families than to individuals. A second reason for this classification is that many of 
the data underlying the study are in family terms rather than in individual or 
per-capita terms. Placing these data on a per-capita basis would decrease the 
reliability of our results.5 Families are then grouped by income class. They are 
placed in specific income classes so that the computations are less burdensome. 
This again is because many of the basic data are categorized by income class. 

Now that we have made explicit some of the assumptions that define the scope 
of the study, we can be more precise in explaining our objectives. The chief focus 
of our investigation is on the following questions: 


(1) What percentage of income is paid in revenue to Canadian government units 
by an average Ontario family? in each income class? 


(2) What proportion of income received by an average Ontario deny in each 
income category is due to expenditures of all governments in Canada? and 


(3) What is the net effect of total Canadian fiscal activity on the income of an 
average Ontario family in each income class? 


In answering these questions we divide the remaining portion of the study into 
five additional chapters and two appendixes. The second chapter is devoted to 
developing the income base that is used to compute the rates of taxation and 
expenditure. This chapter has two parts. In the first part we attempt to develop 
an income concept that provides the best basis of computing the effects of govern- 
ment fiscal activity. There are several income concepts that could be used for this 
purpose. We discuss five of the most plausible concepts and explain why we have 
selected one of these over the others. In the second part we empirically construct 
the income concept that we believe to be the best for our purposes. This is accom- 
plished by examining each component of income separately. In this examination 
we explain how the total is derived for Ontario, and the basis for allocating the 
total among the income,classes. The total income accruing to the families in each 
income class is then obtained by summing the amounts of each component allocated 
to the class. 

The next chapter is concerned with measuring the impact of taxation on 
income. The ultimate objective of this chapter is to compute the burden of all 
Canadian revenues. In computing this burden each revenue is investigated separ- 
ately. The theoretical part of the investigation involves a discussion of the incidence 
of the revenue. Various hypotheses regarding the incidence of the levy are 
examined, and on the basis of economic theory and empirical studies one hypo- 
thesis is adopted for our study. Using this hypothesis and other assumptions 
regarding the distribution of the burden, the portion of each levy borne by Ontario 
residents is ascertained. This total is again distributed to the various income classes 
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on the basis of the assumed incidence of the revenue. The total burden borne 
by families in each income class is then illustrated in tabular and chart form. 

Following an examination of tax burdens we turn our attention to the expendi- 
ture side of the budget in Chapter 4. This chapter is similar in format to Chapter 
3. The selection of expenditure items to be included in the study is discussed. An 
asumption is then made about the incidence of each expenditure item. On the basis 
of this assumption, the total and distribution of each expenditure item are deter- 
mined. Although this point is discussed more fully in Chapter 4, it should be 
observed here that the results obtained in this part of the study may not be as 
reliable as those obtained on the tax side because of the rather arbitrary decisions 
made about the incidence of some expenditures and the lack of statistical data 
for some. However, an examination of revenues alone involves an implicit assump- 
tion regarding the incidence of government expenditures. We judge that the results 
obtained by our explicit assumptions regarding expenditures are superior to those 
obtained by studying only the impact of taxation. 

In Chapter 5, we examine the net fiscal incidence of government fiscal 
activity. We combine the results of two previous chapters to determine the net 
impact of government tax and expenditure programs on the distribution of income 
in Ontario. This impact is obtained by subtracting the revenue rates from the 
expenditure rates in each income class. In measuring the net fiscal incidence, the 
situation when revenues do not equal expenditures is discussed, and three methods 
of treating this situation are presented. These results are again illustrated in tabular 
and graphic form for each level of government. 

The last chapter summarizes the study and indicates some of the conclusions 
that can be drawn from the results. In this chapter we discuss which items could 
be changed in order to have the maximum effect on the income distribution. 

The two appendixes deal with the data used in the study. In Appendix “A” 
we describe the sources of data. We also indicate the procedures used to convert 
many of the data to a form necessary for our purposes. The limitations of the 
statistics are also discussed. In addition, we indicate the results of the checks that 
we made on the reliability of the data. The reader who would like to have the 
sources of the data in mind when reading Chapters 2 to 5 would be well advised 
to read this appendix before going on to Chapter 2. Appendix “B” is concerned 
chiefly with the statistical series used to distribute incomes, revenues and expendi- 
tures among income classes. The source of each series is simply listed after 
presenting the distribution. Nearly all of these series are derived from the publica- 
tions described in Appendix “A’’. 


DEFINITION OF TERMS 


Several terms that we use repeatedly through the study are defined here for 
the benefit of the reader. In determining the burden of revenues and benefits of 
expenditures to families in each income class, we refer to effective rates of revenue 
and expenditure. The effective rate of revenue in each income class is defined as 
the ratio of revenue to income in the class. The effective rate of expenditure is 
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defined in a similar manner. In describing the pattern of effective rates among in- 
come classes we frequently use the terms progressive, proportional and regressive. 
We use the term progressive when: 


(1) The ratio of revenue to income increases as income increases, 

(2) The ratio of expenditure to income falls when income increases, and 

(3) The ratio of expenditures minus revenue (net fiscal incidence) to income is 
positive and falls, or negative and rises away from zero as income rises. 


The term regressive is used in the opposite cases. The term proportional is applied 
when any ratio remains constant when income changes. The usage of these terms 
means that a progressive tax, a progressive government expenditure and pro- 
gressive net fiscal incidence all tend to equalize incomes. 

In ascertaining the proportion of revenues and expenditures accruing to 
Ontario residents we find it useful to distinguish between Canadian families resid- 
ing outside Ontario and families residing in other countries. Thus, we label the 
former other Canadian families and the latter foreign families. We use the term 
non-resident families to include both other Canadian and foreign families. We 
describe the revenues and expenditures for the other nine provinces and their 
municipalities as other provincial and municipal revenues and expenditures and 
the minor revenues and expenditures in Ontario as miscellaneous revenues and 
expenditures. 


FOOTNOTES 


1Fiscal activity refers only to government revenue and expenditure programs and 
should not be confused with the term “fiscal policy”. 


2For elaboration of this criticism see Bent Hanson, The Economic Theory of Fiscal 
Policy (London: Alden and Unwin, 1958), Chapter 5. 


3For a more thorough discussion of these criticisms see Allen T. Peacock, Ed., Income 

Redistribution and Social Policy (Oxford: Alden Press, 1964), Introduction and 
Chapter 6; A. R. Prest, “Statistical Calculations of Tax Burdens”, Economica, 
August 1955, pp. 234-45; Alfred H. Conrad, “On the Calculation of Tax Burdens”, 
Economica, November 1955, pp. 342-8. 


4The problem of a government deficit or surplus is discussed in Chapter 5. 


5This is the approach that R. A. Musgrave, J. J. Carroll, L. D. Cook and L. Frane 

used in their study of the United States, “Distribution of Tax Payments by Income 
Class: A Case Study for 1948”, National Tax Journal, Vol. TV, No. 1 (March 1951), 
pp. 1-48. 


6Some aspects of the second and third approaches were used by Brownlee in his 
Minnesota study, and Musgrave and Daicoff in their Michigan study. O. H. Brownlee, 
Estimated Distribution of Minnesota Taxes and Public Expenditure Benefits (Minneap- 
olis: The University of Minnesota Press, 1960); Richard A. Musgrave and Darwin 
W. Daicoff, “Who Pays Michigan Taxes?”, Michigan Tax Study Staff Papers (Ann 
Arbor, 1958), Chapter 4. 


7The underlying data are given in terms of families and unattached individuals. 
Since this is a rather cumbersome phrase and the proportion of unattached individuals 
is small, we will use the term “families” to include both families and unattached 
individuals. 


8Dividing family expenditures and incomes by the number in each family would 
magnify any errors inherent in the original data. 


9“Average Ontario family” means a hypothetical family that has an income equal to 
the average income in the class. 


CHAPTER 2 


Derivation of the Income Base 


INCOME CONCEPT 


Eg DETERMINE whether the tax and expenditure programs are progressive, 
regressive or proportional, the amount of tax paid or expenditure received is 

divided by the total income received by the families in the income class. The extent 

of the progressivity, and in many cases the decision whether the over-all effect 

is progressive or regressive, depends on the income concept used. There are several 

definitions of income that could be used in conducting inquiries of this nature.1 

In the following paragraphs we briefly discuss five of the most commonly used 

concepts of income. There are no universally accepted terms for these income 

concepts. We have labelled them: 

(1) Family money income, 

(2) Personal income, 

(3) Adjusted personal income, 


(4) Pre-government income, and 
(5) Post-government income. 


We have chosen the concept entitled post-government income for our analysis 
but have constructed it in a manner such that the other four income bases can be 
readily derived from it. Thus, any interested reader can easily calculate a set of 
effective tax and expenditure rates based on the income concept he feels is most 
appropriate. 


Family Money Income 


This is the concept of income that would be held by most families. It is the 
total amount of money received by the members of the family. With the exception 
of the portion withheld for the personal income tax, this income is available to 
the family to dispose of as it wishes. The major components of family money 
income are wages and salaries, farm income, investment income, self-employment 
income, and transfer payments. There are at least two points in favour of using 
this income concept. First, since this concept of income is very close to the one 
held by most families, the distributional pattern of tax and expenditure rates are 
easily understood. Families can readily identify their position on the income scale 
and can compare the benefits and burdens that accrue to them with those received 
by families in other income classes. Second, the statistical information on the 
distribution of the components of money income is likely to be better than for 
non-money items. This is because family surveys often yield information on the 
distribution of money income. The chief faults of the money income concept are 
that it is judged not to be a very good measure of economic welfare and it involves 
some logical inconsistencies if all revenues and expenditures are distributed to 
families. These criticisms are discussed in the next four paragraphs. 
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Personal Income 


This concept of income is defined as the sum of all income received by resi- 
dents of the province. It is a broader concept than family money income since 
some non-money income items are included. These items encompass the rental 
value of owner-occupied housing, the services of the banking system, and food and 
fuel grown and used on the farm. This concept of income includes all income items 
directly received by families. It might be argued that personal income is a better 
index of economic welfare or well-being than family money income since it is more 
inclusive. For example, the return a family receives from investing in its own home 
adds to its welfare in much the same way as the return obtained from investing in 
securities. This concept is computed by simply adding these non-money items to 
family money income. 


Adjusted Personal Income 


This concept of income is broader than personal income and involves distri- 
buting a greater proportion of national income to families than the two previous 
concepts. For both the personal income and the family money income concepts, 
some income is assumed to be received and held by business firms rather than 
distributed to the owners. There are also some income-based revenues paid to 
government by individuals and firms that are not included in the first two income 
concepts. The three largest additions to personal income are retained earnings, 
the portion of the corporation income tax borne by stockholders, and the portion 
of social insurance levies that rests on workers. The adjusted personal income con- 
cept is generally regarded as an improvement over personal income because it is 
logically more consistent.2 We assume that all taxes, including those levied on 
business firms, ultimately rest on families. Since these tax burdens are allocated 
to families, consistency demands that the taxes and business retained income also 
be treated as part of the income of families. In the family money and personal 
income definitions, wages and salaries are gross of personal income tax payments, 
but investment income is net of corporation taxes. In this adjusted personal income 
concept all sources of income are valued gross of taxes. 


Pre-Government Income 


This concept of income involves estimating the income that would exist in the 
absence of any government fiscal activity. This is accomplished by subtracting 
transfer payments and government interest from adjusted personal income. This 
operation is needed because it is assumed that transfer payments and interest are 
additions to income that would not take place in the absence of government fiscal 
activity. The treatment of transfer payments is straightforward, but the treatment 
of government interest payments depends on whether they are viewed as a transfer 
payment or as an expenditure for service. If they are viewed as a transfer payment, 
the case for assuming that they would not exist in the absence of government is 
much stronger than if they are viewed as a payment for service. We adopt the 
transfer payment view because this is the treatment given interest in the national 
accounts.* 
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Post-Government Income 


This is the concept of income used in our analysis. Post-government income 
is defined as the total income that is received directly or indirectly by families at 
the current level of government fiscal activity. Post-government income is com- 
puted by adding all government expenditures, including transfer and interest pay- 
ments, and by subtracting all taxes from the pre-government income figure.* As 
the name implies, this post-government income concept is nearly opposite to the 
previous income concept. We believe that it is inconsistent to include the bene- 
fits of transfer payments but not the benefits from government expenditures on 
goods and services in the income base. In the pre-government income concept this 
inconsistency is removed by subtracting transfer and interest payments. In com- 
puting post-government income we take the opposite tack. Although both the 
pre-government and the post-government income concepts are logically consistent 
we have chosen the latter for several reasons. First, we judge that post-govern- 
ment income is the best measure of the economic welfare received by a family. 
Taxes are not included because families do not have or enjoy the income that 
is paid in taxes. Conversely they do enjoy the benefits received from govern- 
ment expenditures and these benefits are similar to receiving higher income. For 
example, when a municipality provides a garbage collection service the benefit 
to the family is similar to the benefit that it would receive if it had an increase in 
income equal to the cost of procuring this service privately. The post-government 
concept is also chosen over the pre-government concept because the latter is an 
estimate of the income that would exist in the absence of government and thus is 
more artificial. 

For our purposes, post-government income is judged to be much superior to 
any of the other three concepts. None of the three gives any weight to government 
expenditures on goods and services unless the very questionable assumption is 
made that taxes paid by a family are equal to the expenditures it receives. Besides 
neglecting the government expenditures on goods and services, the first two income 
concepts exclude items that should properly be included in an estimate of economic 
welfare. 


ESTIMATION OF THE 1961 ONTARIO DISTRIBUTION OF POST-GOVERNMENT INCOME 


Now that we have developed theoretically the income concept used in our 
analysis we empirically estimate both the total and the distribution of income in 
Ontario. The computations are made in five steps so that all the income concepts 
discussed previously are estimated. The first step is to estimate the amount of 
family income.® This is the sum of wages and salaries ($7,547 million), military 
pay and allowance ($256 million), net farm money income ($291 million), invest- 
ment income ($890 million), net non-farm unincorporated income ($823 million), 
private pension income ($45 million) and transfer payments ($810 million) .® 
The total for each of these components except pension income is obtained directly 
for Ontario. The total pension income received by Ontario residents ($65 million) 
is estimated by multiplying the total of Canadian pension income ($158 million) 
by the ratio of wages and salaries earned by Ontario residents to the total 
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wages and salaries earned by all Canadians. We also make adjustments in two 
other income concepts. The basic investment income data include imputed interest 
($73 million), which is deducted to obtain an estimate of money investment in- 
come. The wages and salaries component includes the employer and employee 
contributions to social insurance and government pension plans. The social insur- 
ance contributions ($336 million) are subtracted from wages and salaries both 
because they are not money income items and because they are compulsory pay- 
ments. If the payments were made as a result of action taken by employees rather 
than the government, they could be treated in the same manner as supplementary 
labour income and included in money income. Since the payments are compulsory, 
however, we exclude them from this income base. Summing all these money com- 
ponents we obtain an estimate of $10,692 million as the total family income 
received by Ontario residents in 1961. 

To arrive at an estimate that approximates the D.B.S. definition of personal 
income, we add four non-money items to the family income total computed above. 
These four components are: imputed interest, imputed rent, investment income of 
life insurance companies, and food and fuel grown and consumed on the farm. The 
imputed interest component is the only amount that is not directly obtainable. 
This is estimated by multiplying the total interest imputed to Canadians by the 
ratio of liquid assets held by families in Ontario to the total liquid assets held in 
Canada. The total of these four non-money items is $533 million, and our esti- 
mate of personal income is $11,225 million.” 

Personal income is then adjusted to take account of the income earned and 
held by corporations as well as the revenues, other than the personal income tax, 
that are based on income. These adjustments include additions to personal income 
of retained earnings ($235 million), the portion of the corporate income tax that 
is assumed to rest on stockholders ($239 million), the part of social insurance and 
government pension contributions assumed to be borne by workers ($196 million), 
and the portion of property, natural resources, and miscellaneous taxes that is 
imputed to recipients of income ($94 million). 

The amount of retained earnings assumed to accrue to Ontario residents is 
computed in two steps. First, the share imputed to foreigners is subtracted from 
the total of $779 million. Since the proportion of Canadian industry that is foreign 
owned approximates 34 per cent® this figure is used to obtain the foreign share 
of retained earnings. The Ontario share of retained earnings is assumed to equal 
the proportion of dividends received in Ontario to total dividends received by 
Canadians. This percentage of 46 per cent is multiplied by the total Canadian 
retained earnings of $514 million to give us a total of $235 million. This total is 
distributed to families in proportion to the dividends they receive.° 

In regard to the corporation income levy it is assumed here and in the next 
chapter that one-half of the tax is borne by stockholders. The total amount of the 
tax resting on the residents of Ontario is calculated in three parts. The federal tax 
imputed to Ontario is calculated in much the same way as retained earnings. The 
total tax of $1,232 million is reduced to $616 million by subtracting the portion 
shifted forward. This $616 million total is further reduced to $406 million by 


THE INCIDENCE OF GOVERNMENT REVENUES AND EXPENDITURES 


Le? 


‘gq xipuoddy puv 


“Sad Jo uorstaiq souevuly oyqndg Sonueacsy [euoneN jo juowyeded ‘s'g'q jo woIsIAIq sjUNODDy [eUONeN :s90inog AleWtIg 


Tt Cn Joho ORNS G6 eo o Go Sy Oe ceo JULODUT JUALUULIAOD-1SOg [VIO] 


oe) ee 056. Cane OMe Ma 0) 1S 6lhaeie elite at o Tee. s. sule oles 


‘ *SoINJIPUddKXS JUSWIUIOAOS sNIg 
Giro colby” SSL s: 6.18" <6) Gre) ePelila, Worl, a, 0..faee lelne te S eeeeee *SONUDSADI JUSWIUIOAO3 sso] 
8598" *Q1UOIUT JUBWUUABAOD-A4q [DIO] 


ot” Cais, “*****sjuawAed Jojsuvs} PUB 1S9I9}UI JUSWIUIOAOS sso] 
Sipe rae mals Sls) 0.8, o\'egeuta eee one) 0 oeee **auloouy jouosdag paisnipy /D10L, 
Bile a) ie. Ns: cMade 6) Sita wales! (sale, note soseeeesssssqusunsnipy [e100] 
PE EE KY chad aks REE «oes ee eee SE EE Ae hae + *snOoURT]OOSTTA, 
Gt ee Seteneee «nas, le AN > i, ae oem wae ee +++ © ss19pTOYyO01S 
Aq dUIOg SONUSASI SdINOSII-[eIN}euU pue xe} AVIOdOIg 
"***S19yIOM AQ 9UIOG SUOTINGIIIUOD SdUBINSUI [BIDOS 
por “apie et aXe owosul uonescd109 jo ucniod poyrysuq 
1% A1:6 eL6) 6 emfe) 0) 6he) /o ene 6: 6 oe eee eee *sSuTUIeS Pourej}oYy 
sjuousnipy 


ehse: (0) wis Keyra \s, iPS “o feey 6) 6. 8° 0 OOo. omic 0:0) te) 0) ee, ie (6). 0 OF ah es eusne reuse 


*“@UODUT [DUOSJAAg 
Bike Lemons: hives, eer s) oheite” of.alie ole events) oilener:s OW sireke ovenete QUIODUT poinduy [e10.L 
Pi ie oe "+ *saquedtuoo eouvsnsuy at[ JO SWIOSUT JUALASOAUT] 


"JUDY 
s}UsWNT9 poyndwy 


Mise) oMele) MMW eb ie. «obese elccll ec eWeliel suiet aia/e ‘soe eteMena) eines’ c ° * IWUODUT Aauop /D10L 
*syuowAed Iojsuvly, 
© ees wekerentnal «ane *suotsuod OPAL 
By aii alia Dian yes. 0 aebe Coed Wampenetie te oe *9WOoUT poerodioourun WIvj-uON, 


UTE 

a) 18. Oh age. OMaT (@! lee: ove WE ©, Cun) Cees pele shore HOMen 16). best ie ee, .e (Nee olin oe ieuie) 9 elle ee AIeVWA 

wn ® Oia e etwy ¢ 6's ele eho a Je: 9) euishue \e Meme ouients \toulel si\s) \erenamvire! eele 6 SolIeyes pue SOBER AA 
swooul AQUO| 


T6CHIT = €06'T 9°8I¢ ‘7 L’S80°€ LII9'T I'v86 ¢°69L ¢°9SS 
PSET DP L°06S O'CEL O'ESO'T CSI9 8°60P SOLE €° COV 
CSEL‘E 8608 VII8 $°066, S°LLP V'T8? CLOT VLSI 
E6000! © 7.c9lcc v'96S‘°T ZT ECOE Ply p'SSs c'99S 91ST? 
OTITT Lech 0'69T STC. 8°STI v'L6 C8ET VS? 
COPO.1 —GSeC C VSOLZ O'SPTE 1°009‘T 8°CS6 vVOL L98P 
CIs COV €°L6 9°SOl v'I8 9°8¢ L’vv VST 
a 6S | iar tL Lg Oo 8°C VT 9'T 
0'76 9°6S 00! 0'8 oP VY cv 6C 
0°96I Lst O'OL 9°0S v6 T'6¢ O'sT C9 
0°6£7 CISTI €°ST £02 OCI Cll Cll VL 
O'SET L8rl 6 VT 0°07 SIT OTT tL eG 
O Sec. Lt 9°€88°] 18997 P6cl’¢e ERIS C 68 L’6S9 £LOP 
O'EES £°68 O9IT 8'6el 1s9 83°C DEE 9°9r 
O'€07 SEP 8°0¢ CLS VVC COL EZ ce 
OCP Cah ST OV 8°€ Lis 0'8 SL 
0 OTT T9l LI (aie 87 8°¢ Ol 
O'STT Ee t LY C19 L°67 Tol CCl OST 
0°769‘0I €V6L‘I ECSS Cc 9°666°7 9 ESP vss £°979 Lviv 
0°078 OCP Gc Vcol 0°O0T T'6L CSI 1907 
0°S9 0°6 sy ire P'6 8'P CC 6 
O'€7$ GLEBC 0'6rI pict 9°S8 CSL SIs 8°61 
0°068 CEve 8°8LI £6 COE SCS ¢’°60T LSL 
0'T67 6'8P L8e C8S 8°CV C60 BLY GS 
09ST. orl 9°87 ; 1°89 0°S8 687 C6 ta 
OLPS L T'6r0°T ¢°L00 7 TSH T €'60'T y'sss 8°987 L’Sol 
(Siv]JOp JO SuOT]]TUW) 
[20L, oe bre 666°6 666°9 666° 666°€ 666°C 000°7$ 
000 OI$ —000°L$ —000°S$ ~000'rs —000‘€$ -—000°7$ Jopuy) 


1961 aaah jo wonNqiysIq—|]: 


© AAV L 


DERIVATION OF THE INCOME BASE 13 


deducting the foreign share. The balance of $406 million is multiplied by the 
proportion of dividends held in Ontario (46 per cent). This is equal to $183 
million and is distributed according to dividends received. 

The same procedure is used in computing the amount of the Ontario corpora- 
tion tax borne by Ontario residents except that it is assumed that a larger propor- 
tion of the Canadian-held shares are owned by residents of the province. There 
are, no doubt, many small corporations that are wholly owned within the prov- 
ince. At the same time, however, the distribution of ownership of large corporations 
paying tax to the Province is likely to be very little different from the distribution 
of shares of an average Canadian corporation. Since there is no empirical informa- 
tion on this point, we assume that 50 per cent of the Canadian-held shares of 
Ontario taxpaying corporations are held by residents of the province. The amount 
of Ontario corporation tax receipts ($152 million) borne by Ontario stockholders 
is equal to $25 million. 

In computing the part of other provincial corporation taxes resting on the 
residents of Ontario, the same method of computation is used. For this calcula- 
tion, it is assumed that 42 per cent of the Canadian-held shares of corporations 
paying tax to other provinces is owned by Ontario residents.‘° The amount of 
corporation taxes levied by other provinces and borne by Ontario residents equals 
$31 million. 

The social insurance contributions and government pensions that fall in part 
on wage earners include unemployment insurance, workmen’s compensation and 
industrial employees’ vacation contributions, and public service pensions. It is 
assumed here and in the next part of the chapter dealing with taxes that the total 
employee and one-half of the employer contributions rest on wage and salary 
earners. Thus three-fourths of the contributions for unemployment insurance 
($110 million) and one-half of the workmen’s compensation and industrial 
employees’ vacation payments ($58 million) is borne by the worker. In addition, 
only one-half of the pension contributions ($168 million) is borne by wage and 
salary earners because it is assumed that the government share is not shifted. The 
totals of each of these three components are $83 million, $29 million and $84 
million. 

The total of property and other taxes resting on income receivers equals $145 
million. These are chiefly revenues that rest on business firms and include portions 
of the business tax, natural resource levies and miscellaneous revenues, in addition 
to the property tax. | 

The sum of all adjustments to personal income equals $815 million which 
when added to the personal income computed earlier, gives a total of $12,040 
million. The pre-government income concept can now easily be computed by sub- 
tracting $1,111 million of transfer and interest payments. This total of $10,929 
million is an estimate of the total income in the absence of government fiscal 
activity. 

Our concept of post-government income utilizes the results of Chapters 3 
and 4 which discuss revenues and expenditures. From the pre-government figure 
of $10,929 million, we subtract $3,735 million of taxes and to that add $4,235 
million of government expenditures. The figure of $11,429 million is then our 
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estimate of total income received by Ontario residents in 1961. The following table 
summarizes the derivation of our post-government income concept. 

One consequence of using this post-government income concept and all other 
except family money income should be explained. Owing to the classification of 
income used in the basic data, our income brackets are in terms of family money 
income. Thus when we add the non-money components to family money income 
some families in each given bracket will have more income (money + non- 
money) than indicated by the upper bracket limit. It is judged, however, that little 
distortion in the results occurs. This is first because post-government income is 
less than 8 per cent larger than family money income. Second, even though there 
is too much income in a given class, there are also too many tax payments and 
government expenditures allocated to the class. For’example, if there is 5 per cent 
too much income in the class, it is likely that approximately 5 per cent too many tax 
and expenditure dollars are also allocated to the class. 


FOOTNOTES 


1Many definitions of income are described and analysed by W. Irwin Gillespie, “Effect 
of Public Expenditure on the Distribution of Income”, in Richard A. Musgrave, Ed., 
Essays in Fiscal Federalism, pp. 125-32 (Washington: The Brookings Institution, 
1965). 


2This generalization is not unanimous. See, for example, R. S. Tucker, “Distribution 
of the Tax Burden in 1948”, National Tax Journal Vol. IV, No. 3 (September 1951), 
pp. 269-85 and “Rebuttal”, ibid., Vol. V, No. 1, (March 1952) pp. 36-8. 


3For our own purposes the treatment of interest is only of theoretical importance. 
Since we use post-government income as our base, interest payments are included 
as part of government expenditure. 


4In algebraic terms, the income concepts can be illustrated as follows: 


Let money income components = A 

imputed income components —B5 

corporate retained earnings and taxes that are based on income (other than 
personal income tax) = C 

government interest and transfer payments = D 

total government revenues = E 

total government expenditures = F 


Then: 


Family Money Income 
Personal Income 
Adjusted Personal Income 
Pre-government Income 
Post-government Income 


HEI teu 
>>> >> 


°In general the total for each income component is based on material received from 

the National Accounts Division of Dominion Bureau of Statistics, and the distributive 
series for each is derived from data supplied by the Central Research staff of D.B.S. 
A detailed description of the basic data and the techniques used in making our esti- 
mates is found in the appendixes. 


Some non-money components are also in this measure. For example, wages and 
salaries include employer contributions to private pension and medical insurance 
plans. 


SCapital gains should also logically be added in here but due to the absence of data 
on Seah the total and distribution of capital gains in Canada, this adjustment is 
neglected. 
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7This definition of personal income differs slightly from the national accounts definition 

of personal income, and so our total differs from the D.B.S. estimate of personal 
incomes, $11,484 million. Our measure can be reconciled with D.B.S.’s by adding 
to our $11,225 grants to non-commercial institutions and corporate charitable con- 
tributions of $324 million and subtracting $65 million of pension income. 


8The proportion of the total book value of Canadian industry owned by foreigners is 
34 per cent. Although there is a large variation in the percentage of foreign owner- 
ship among various industries, the average percentage has remained stable since 1951. 
For this and other information on foreign investment see The Canadian Balance of 
International Payments, 1961 and 1962 and the International Investment Position, 
(Ottawa: Queen’s Printer, 1964), Table XII. 
The use of investment information to distribute retained earnings between Canadians 
and foreigners does involve the assumption that retained earnings are proportional to 
investment. This assumption is correct if foreign and domestic firms are equally 
profitable and if the pay-out ratios are the same for both categories of firms. Normally 
the pay-out ratios for foreign-owned firms are less than for Canadian-owned firms. 
However, in 1961 the pay-out ratio for both groups of firms was just below 60 per 
cent. D.B.S., op cit., p. 22, and Dept. of National Revenue, 1963 Taxation Statistics 
(Ottawa: Queen’s Printer, 1963), Section III. Evidence on the question of profitability 
is not conclusive, but information given in the 1962 Report of the Corporations and 
Labour Unions Returns Act (Ottawa: Queen’s Printer, 1965), and in W. Irwin 
Gillespie, The Incidence of Taxes and Public Expenditures in the Canadian Economy, 
a report to be published by the Royal Commission on Taxation, fn. 36, gives some 
support to the view that there is no difference in the profitability of foreign- and 
domestically-owned firms. Thus, we believe that allocating retained earnings to 
stockholders in proportion to investment does not introduce any significant errors in 
our estimate of income. 


*Distributing retained earnings to Ontario families on the basis of dividends received is 
correct if the ratio of dividends to investment is equal in all provinces and all income 
classes. 


10The derivation of the percentage is explained in fn. 26 in Chapter 3. 


CHAPTER 3 


Incidence of Government Revenue Programs 


N THIS chapter we estimate the distribution of tax payments as a percentage of 
i income. This involves several steps. First, we select the government revenues 
that are included in the study. Next, we present theoretical hypotheses regarding 
the incidence of broad categories of revenues. Using these hypotheses, we subtract 
the amounts imputed to non-residents of the province from the total revenues 
collected. The remaining amounts are then distributed among families by income 
bracket. The distribution of revenues is based on the incidence assumption 
adopted for each revenue item and the statistical series that approximates the 
pattern of revenue burden. Finally, we obtain a schedule of “effective tax rates” 
by dividing the distribution of tax payments by the distribution of income developed 
in the previous chapter. 

There are several points of view that could be followed in the selection of 
revenue items. We discuss three of these views here. One point of view is that 
only compulsory items that are levied for the purpose of raising revenue for general 
expenditures should be included. This view excludes benefit-based levies such as 
the gasoline tax, which is used to charge families who directly benefit from the 
proceeds of the tax through the use of roads. The rationale for this exclusion is 
that a benefit-based levy is a substitute for an expenditure that families would make 
if the government services were supplied by the private sector of the economy. 
Thus, the government is not placing a burden on families by these benefit levies 
but is only charging for a service that is supplied by it. 

A second point of view is that taxes plus items that are substitutes for taxes, 
such as profits from the sale of liquor, should be included. The chief argument for 
this view is that taxes are compulsory and are generally designed to raise revenue, 
and thus are a burden on incomes. Another argument for including all taxes is 
that it is difficult to determine which taxes are levied to charge families for a 
specific service and which taxes are used to finance general expenditures. 

A third point of view is that all government revenues should be included. 
The arguments for this point of view reflect the difficulties that are involved in 
selecting the “correct” revenue items. First, it is difficult to separate benefit-based 
levies from general levies. For example, the property and corporation income taxes 
are defended partly on benefit grounds. Second, the burden of items that are 
commonly accepted as benefit levies may be imperfectly related to the benefits 
received. It may be, for example, that commercial vehicle owners are paying for 
a higher proportion of road costs than the proportion of benefits from roads that 
is accruing to them. Third, many charges do not represent a payment for a service 
that would otherwise be sold by a private firm. It is unlikely that drivers’ licences 
and road fines would be charged in the absence of government. Fourth, the 
compulsory nature of taxes cannot be used as a dividing line because some charges 


16 


INCIDENCE OF GOVERNMENT REVENUE PROGRAMS iwi 


are more difficult to avoid than some taxes. For example, the hospitals tax on 
food can be avoided by eating in a restaurant that does not feature “live entertain- 
ment” but it is impossible to buy a used car without paying the transfer fee. 

In our investigation we accept the third point of view. Although the concepts 
resulting from the first two points of view are appropriate to use in many investiga- 
tions, particularly those involving only the revenue side of the budget, we judge 
that the third point of view is the appropriate one to adopt for our purposes. This 
point of view is chosen partly because of the arguments given above and partly 
because we are primarily concerned with measuring the impact of both revenue 
and government expenditures on income. As mentioned previously it is difficult 
to determine a basis for including some revenues and excluding others. This 
problem is even greater for expenditures. If all expenditure items and only some 
revenues were included in the analysis, a distorted view of government’s impact on 
income would result. Similarly, the exclusion of some revenues and expenditures 
would also affect the results unless the omitted revenues were equal to the omitted 
expenditures and unless the revenues paid by families in each income class were 
equal to the expenditures allocated to the class. Therefore we include all govern- 
ment revenues in our analysis. This means that in addition to items classified as 
taxes we have included liquor licences and profits, motor vehicle licences, social 
insurance contributions, fees and income from natural resources, fines and penalties, 
sales and services, and other miscellaneous revenue. 

In Chapter 1 we discussed the problem of which government units should be 
included in the analysis and we concluded that our investigation should encompass 
the fiscal activity of all governments in Canada. We further concluded that the 
revenues and expenditures of the Ontario provincial and municipal governments 
should be reduced by the amounts exported outside the province and that the 
revenues and expenditures exported by the other provincial and municipal govern- 
ments to Ontario residents should be included in our investigation. Thus it is 
necessary to determine the portion of each revenue item that is borne by Ontario 
residents before the revenue burden in each income class can be computed. In our 
analysis we have made these computations in steps. We first estimate the revenue 
burden shifted to foreign families and then determine the portion of the remainder 
that falls on residents of Ontario. 

There are three categories of foreigners bearing some of the burden of 
Ontario revenue programs: 


(1) Consumers of goods produced in the province, 
(2) Receivers of capital income earned in the province, 
(3) Tourists visiting the province. 


Revenues collected by the other provinces and their municipalities can be shifted 
to Ontario residents in an analogous manner. 

Foreign consumers bear a portion of the Canadian taxes that enter the cost of 
producing Canadian exports. Many of the taxes levied in Canada increase the 
cost of producing and distributing goods and services and are shifted forward to 
consumers in the form of higher prices. Examples of taxes that generally fall into 
this category are the gasoline tax paid by owners of commercial vehicles and 
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portions of the property and corporation taxes. Whether Canadian firms can shift 
these taxes forward to foreign consumers depends on conditions in international 
markets. If Canadian firms exercise the same amount of control on foreign 
markets as they do on the domestic scene, it is no more difficult to shift taxes to 
foreign than to domestic consumers. If, on the other hand, Canadian costs, includ- 
ing transportation costs but excluding taxes, are approximately equal to the costs of 
the competing foreign firm, it is very difficult to shift these taxes to foreign con- 
sumers. In this case, the entire burden of these taxes, if shifted forward, would fall 
on Canadian consumers. Since most of Canada’s competitors in world markets face 
cost and tax structures similar to Canada’s, we assume that these taxes are shifted 
to foreign consumers to the same extent that they are borne by Canadian con- 
sumers. We recognize that some industries cannot shift the tax, because of com- 
petitive conditions in the foreign market, but for other industries the foreign price 
may rise by more than the full amount of the tax because of a strong market posi- 
tion and tax pyramiding. Thus, 18 per cent of these taxes is assumed to accrue to 
non-residents of Canada. The figure of 18 per cent is equal to the ratio of the value 
of exported goods to the value of gross domestic product.t After subtracting the 
foreign share of the taxes, the proportions of the taxes levied by the various Cana- 
dian governments that are assumed to rest on Ontario residents are as follows: 


(1) Ontario provincial and municipal taxes -—50 per cent 
(2) Federal taxes —37 per cent 
(3) Other provincial and municipal taxes © —31 per cent? 


A second group of non-residents who bear a portion of Canadian taxes are 
those who receive a return on capital invested in Canada. Taxes assumed to fall 
on recipients of profits are the unshifted parts of the property and corporation 
income taxes. It is assumed here that foreign owners share the burden of these 
taxes in proportion to their ownership of Canadian companies. As explained in 
the previous chapter, the ratio of foreign investment to total investment in Canada 
is approximately 34 per cent. Thus 34 per cent of taxes borne by profit recipients 
is deemed to accrue to non-residents of Canada.? After subtracting this proportion, 
the computed percentages of the burden resting on Ontario residents are: 

(1) Ontario provincial and municipal taxes —-5O per cent 
(2) Federal taxes —46 per cent 
(3) Other provincial and municipal taxes | —42 per cent? 


The third group of non-residents who pay some of the Canadian taxes are 
tourists. While in Canada, they bear some of the tax burden through their pur- 
chases. In percentage terms, they pay a substantial proportion of the gasoline tax 
(10 per cent), amusements (25 per cent), and liquor taxes (10 per cent). They 
also pay some of the general sales and other excise taxes but most of these pay- 
ments are neglected in our analysis.© The proportion of Ontario taxes paid by 
tourists from other provinces is equal to one-fifth of the foreign share.® 

The following table indicates the total tax for both the federal and Ontario 
governments, and also shows the amount of federal, Ontario, and other provincial 
and municipal taxes borne by Ontario residents. 
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TABLE 3:1—Government Revenues by Source, 1961 


Ontario provincial Other 


and municipal Federal provincial and 
—_  ———  municipal— ___ Total 
Ontario Ontario Ontario Ontario 
Revenue item Total = share* Total share* share* Payments 


; (millions of dollars) 
y Personal income tax........... 120.7 1207, 1,850.0 847.4 


— 968.1 

Corporation income tax........ 151.87 56.2 1,232.0 373.3 56.9 486.4 
aqeneral sales tani c50s 2.) 1n844. 2) 1127.9 1,045.0 352.0 a 479.9 
Highway-user revenues......... 247.1 146.8 — — 48.6 195.4 
Selective excise taxes........... 94.7§ 83.0 623.09 181.4 — 264.4 
Succession duties.............. 40.4 39.0 71.0 34.5 — 73.5 
STEMI CES. ce ks bee cent — — 535.0 180.1 — 180.1 
Gr tere ile ¢ Oe 5 pre ne irre 644.8** 456.1 — — 90.1 546.2 
Natural-resource revenue...... re, 04 | 17.0 — — 65.6 82.6 
Social insurance contributions.. 89.0 72.0 394.0 163.0 — 235.0 
Other taxes and misc. revenue.. 186.5{+ 164.7 107.8 - 38.1 cist 223.9 
Rota 2h . See. 1,759.3 1,283.4 5,857.8 2,169.8 282.3 3,735.5 


Sources: Dominion Bureau of Statistics, Financial Statistics of the Government of Canada, 
1961; Financial Statistics of Provincial Governments, 1961; Financial Statistics 
of Municipal Governments, 1961. Municipal data refer to calendar year, 
federal and provincial data to nearest fiscal year. 


*The amount paid by non-residents of Ontario is estimated utilizing the assumptions 
made regarding the shifting of taxes to non-residents. 

jIncludes small amount of tax, collected under The Corporations Tax Act, that is not 
based on income. 

+The figure shown represents an estimate of the yield of this tax for 12 months. Since 
it was actually in effect for only 7 months of the year the annual revenue is obtained 
by multiplying the actual yield by 12/7. 

§Includes amusement taxes and revenue from liquor sales and licences. 

Includes excises on liquor, tobacco, automobiles, and other commodities. 

**Includes the business levy as well as the property tax. 

+tThe largest item is hospital premiums ($89.5 millions). Includes licences (other than 
liquor and motor vehicle), fines, tax on premium income of insurance companies, 
sales and services. 


As can be seen from the total Ontario payments column, the largest burden 
results from the personal income tax. The combined personal and corporate taxes 
paid are over 39 per cent of the total payments. The consumption taxes, which 
include the general sales tax, highway-user revenues, selective excises, and import 
duties make up 30 per cent of the total. The property tax adds 15 per cent, and 
the remaining 16 per cent consists of succession duties, natural-resource revenue, 
social insurance contributions, and miscellaneous revenue. For the Ontario pro- 
vincial and municipal revenues that are borne by residents of the province, the 
income taxes represent 14 per cent of the burden, the consumption taxes 28 per 
cent, the property tax 35 per cent and other revenues 23 per cent. 


ALLOCATION OF GOVERNMENT REVENUES 


Now that we have selected the revenue items included in this investigation, 
the next step toward obtaining the distribution of revenue burdens among income 
classes can be taken. This involves examining the incidence of each revenue. For 
each revenue we first state the incidence assumption that is employed in this study. 
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We then discuss various assumptions that could possibly be used in a study of this 
nature. In the course of this discussion we explain the rationale behind our choice 
of a particular incidence assumption. 


Income Taxes 


In this section of the chapter we discuss the revenues that are levied on in- 
come. Although there are other revenues that are based on income, such as the 
logging tax, we take up only the personal and corporate income taxes here. As 
mentioned previously these two taxes account for nearly 40 per cent of the aggre- 
gate revenue obtained by governments in Canada. 


Personal income tax 


The burden of the personal income tax is assumed to be borne by the indivi- 
duals who make the tax payments to the government, and thus the tax is not 
shifted. This means that the burden of each provincial income tax is borne entirely 
by the residents of the province and that the federal income tax burden is distri- 
buted by provinces in proportion to the total tax payments of the families in the 
province.’ 

Although most authorities agree that virtually none of the personal income 
tax is shifted, there are arguments that can be made against this point of view. 
These arguments are generally based on the belief that an income tax reduces work 
effort and/or the supply of capital funds. 

It is argued that an income tax reduces the desire to work. As a consequence, 
firms must offer higher wages in order to secure the same amount of labour that 
was obtained before the tax. This increase in wages causes costs to rise, and thus 
firms will charge higher prices to consumers. However, the effect of the income 
tax on work effort and, consequently, the amount of labour supplied is not clear. 
On the one hand, an introduction of an income tax (or increase in rates of an 
existing tax) would tend to cause individuals to work more because their take- 
home pay would fall, and they would need to work more hours to enjoy the same 
level of consumption that they enjoyed before the tax. On the other hand, a tax 
would encourage individuals to work less because the financial return from working 
would fall. The tax would essentially make it cheaper to take time off from work. 
The relative pressures of these two conflicting tendencies depend on the pro- 
gressivity of the tax, the preferences of the workers involved, and the magnitude 
of the tax change. An income tax that affects all types of workers may cause total 
work effort to increase, decrease, or remain the same. Thus, it is far from certain 
that an income tax would cause individuals to change the amount they desire to 
work. 

Another argument in favour of assuming that work effort does not change is 
that most workers do not have the opportunity to vary their work. In general, it 
is only the self-employed and executives who can determine the amount that they 
will work. Empirical studies that have involved studying the effect of the tax on 
solicitors, accountants, doctors, and executives also support the conclusion that 
work effort is not altered by an income tax. 
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There are some cases, however, when an income tax will alter a firm’s costs, 
and consequently, consumer prices. This may occur, for example, where a labour 
union attempts to regain any loss of take-home pay caused by a tax or when high 
salaried personnel are transferred from one area to another and income tax rates 
differ in the two areas. There are also persons who have likely chosen one occupa- 
tion over another for tax reasons, thus reducing the supply of labour and raising 
prices in high income occupations that require long periods of education and 
training. We take the position, however, that these situations are comparatively 
few and quantitatively unimportant. 

The argument that the supply of capital funds is reduced by an income tax 
is two-pronged. First, the tax usually reduces the income of high income recipients 
more than alternative levies. Since a large percentage of capital funds comes from 
these high income receivers, the tax reduces the capacity for supplying funds. 
Second, the tax may reduce the incentive to supply capital. For example, assume 
a potential investor is indifferent between providing risk capital at a 10 per cent 
return or holding his money and enjoying a high degree of liquidity. If then an 
income tax is put into effect, and this individual is to be taxed at a 50 per cent 
marginal rate, his alternatives become a net return of 5 per cent on a risky invest- 
ment as opposed to enjoying the same liquidity as before. Thus, it is argued that 
he will now prefer to remain liquid and the supply of capital would be reduced. 
The reduced supply of capital would then cause interest rates to rise, thereby raising 
costs and prices. 

Although the argument that the income tax reduces the supply of capital has 
some validity, the impact of the tax on capital may not be very great. First, the 
supply of capital is dependent to a large extent on the monetary policy of the 
central bank. Any tendency on the part of the private sector to reduce the supply 
of capital funds may be counteracted by the Bank of Canada. In addition, an 
income tax may cause some potential investors to supply more capital funds in 
an effort to maintain the amount of net interest and dividends received before 
the tax. 

Therefore, even though the personal income tax is sometimes shifted forward 
to consumers, we believe this to be the exception rather than the rule, and thus 
are quite confident of our assumption that the tax is not shifted. 


Corporation profits tax 


It is assumed that one-half of the burden of the tax falls on profits, and one- 
half is shifted forward to consumers in the form of higher prices. As indicated 
previously, much of the unshifted portion of the federal and provincial corporation 
income taxes (34 per cent) rests on foreign stockholders. The remainder of the 
burden is assumed to be borne by Canadian stockholders in proportion to divi- 
dends received. After deducting the foreign share of the unshifted portion of the 
tax, it is estimated that Ontario residents bear 50 per cent of the Ontario tax, 
46 per cent of the federal tax and 42 per cent of the corporation taxes levied by 
the other provinces. We assume that consumers pay the shifted part of the tax 
in proportion to their purchases of goods and services. After deducting the share 


994 THE INCIDENCE OF GOVERNMENT REVENUES AND EXPENDITURES 


paid by foreign consumers, Canadian residents pay 50 per cent of the Ontario 
tax, 37 per cent of the federal tax, and 32 per cent of the corporation taxes levied 
by other provinces. 

The incidence of the corporation income tax is a very cloudy area indeed. 
There are various assumptions that can be supported by both theoretical and 
empirical studies, but there is no consensus on the incidence of the tax.? The tra- 
ditional point of view is that none of the tax is shifted. This is based on the 
assumption that a firm is maximizing profits before the tax. When a profits tax 
is introduced, profit net of tax falls but the firm continues to produce the same 
output and sells the commodity at the same price. This is because profit net of 
tax will be highest where pre-tax profits are maximized. 

The above analysis has been criticized on several grounds. First, it is argued 
that in many industries firms charge a price that is lower than the profit-maximizing 
price. This is because many firms merely aim at making satisfactory profits. This 
behaviour is caused by a fear that a profit-maximizing price would encourage other 
firms to enter the industry and/or the government to take action to make the 
industry more competitive. It is further argued that the introduction of a corpo- 
ration tax would cause the firms to raise prices in order to reach a satisfactory 
level of profits. Firms would have no hesitation about moving to this new price 
position because the profits net of tax would not be exorbitant and the above 
fear would be reduced or eliminated. Second, it is also argued that many firms 
practise “mark-up” pricing. Firms using this pricing technique simply add a fixed 
percentage to their unit costs when setting the price for their product. It is further 
hypothesized that the introduction of a corporation tax causes firms to increase 
this fixed percentage. In all of these cases at least a portion of the corporation 
income tax is shifted forward to consumers. The shifting is far from uniform, 
even for firms in the same industry, because the income tax per unit of goods 
sold differs among firms. However, it does seem reasonable to assume that some 
of the tax is shifted forward in the form of higher prices, even in the period 
shortly after the tax has been introduced. 

Other proponents of the forward-shifting view argue that even though very 
little of the tax is shifted in the period immediately following the introduction of 
the tax, much of it is shifted in a later period. The tax at first reduces the return 
on capital. This decreases the amount of capital funds flowing into the corporate 
sector, thereby reducing the rate of expansion, and consequently causing higher 
prices. The amount of shifting is difficult to ascertain, however, because demand 
and cost conditions as well as the degree of foreign competition are constantly 
changing. 

Our investigation is concerned with all corporate activity. Therefore, we 
include a heterogeneous group of firms. They practise a wide range of pricing 
policies, and operate under vastly different market conditions. Thus we adopt a 
compromise position and assume that one-half of the tax is shifted forward to 
consumers, and one-half is borne by corporate profit recipients. However, since 
there is such a wide range of opinion about the incidence of the corporation tax, 
we calculate the burden of the tax under different assumptions in Table 3:4. 
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Commodity Taxes 


This category includes the excise and general sales taxes levied by the pro- 
vincial and federal governments. Since we make the same basic assumption regard- 
ing the burden of all these taxes, it is useful to discuss the incidence of a com- 
modity tax generally, before specifically examining each tax. 

The provincial taxes are collected by firms but are technically levied on con- 
sumers, and the federal taxes are levied primarily on manufacturing firms. The 
identification of the initial payer of the tax, however, is of little aid in determining 
the incidence of the tax. This is because firms may lower their price (net of tax) 
below the pre-tax level in response to provincial taxes, and thus, some of the tax 
burden will be borne by the owners and/or workers. Manufacturers may pass 
some of the federal tax on to consumers through charging higher prices. In fact, 
the incidence of a commodity tax depends on many factors, including the breadth 
of coverage of the tax, the supply and demand conditions in the market for the 
taxed items and in the market for labour and other resources used for producing 
the taxed items, the length of the adjustment period analysed and the monetary 
and fiscal policies pursued by the federal government.'° 

The traditional assumption regarding the incidence of commodity taxes is 
that taxes are borne by consumers in the form of higher prices. This assumption 
is implicit in much of the commodity tax legislation. For example, the rationale 
for the exemption of some commodities from both the federal and the provincial 
general sales taxes is based on the belief that the tax is borne by the consumers. 
Although this assumption is generally supported by experts in the field, there are 
also some who support the hypothesis that families bear the taxes in proportion 
to their income. We have adopted the traditional point of view and have assumed 
in our computations that all the commodity taxes are borne by families in pro- 
portion to their expenditures on taxed items. However, since the incidence of 
commodity taxes is subject to some controversy! we briefly describe the analysis 
underlying both points of view and the basis for our conclusion in the following 
paragraphs. To simplify this discussion, we divide commodity taxes into two 
categories: excise and general sales. 


Excise tax 


As mentioned above, the impact of a commodity tax depends on many factors. 
Two of the factors that are particularly important in the analysis of an excise tax 
are: the supply and demand conditions in the product and resource markets, and 
the length of adjustment period. When an excise tax is placed on a commodity 
where competition among the firms producing it deprives any one firm of any 
control over its price, the immediate effect is that the price paid by purchasers 
increases by a small amount and the after-tax price received by the firms falls by 
nearly the full amount of the tax.12 When a sufficient time has elapsed for firms 
to vary the amount of resources they can employ, they will reduce their output in 
order to reach a profit-maximizing (loss-minimizing) position. This reduction in 
output will cause the price to rise, but the price net of tax is not likely to reach 
the pre-tax level. In this short-run situation the owners of the firm, and possibly 
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resource owners as well as purchasers, absorb some of the burden of the tax. The 
impact of the tax on industries producing non-taxable commodities is not certain, 
but both prices and profits are likely to increase if the tax proceeds are spent 
and/or there is a shift toward buying non-taxable goods because of the increase 
in the price of the taxed commodity. In a longer period where firms are able to 
enter or leave an industry, firms will tend to leave the taxed industry and enter 
the non-taxed industries where profits are likely to be higher. This reduction in 
the output of the taxed product will cause prices to rise further. Movement from 
the taxed industry to other industries will continue until no firm can improve its 
profit position by leaving the taxed industry. In this situation, depending on cost 
conditions in the taxed industry, the price to purchasers may have risen by an 
amount that is greater than, equal to, or less than the amount of the tax. 

In industries where firms exercise some control over the market price of com- 
modities, the response to a tax change takes place more quickly, and purchasers 
may in the short run bear a substantial portion of the tax through paying higher 
prices. If the industry consists of only one firm, it is likely that both purchasers 
and firm owners share the tax burden in the short run. The firm owners will, of 
course, attempt to shift some of the burden backwards to owners of productive 
resources. Even in the long run the tax may be shared if the firm is earning 
more than normal profits before the introduction of a tax. If the industry is 
characterized by having a small number of firms, the impact of a tax on price 
is difficult to predict. A firm in this type of market will generally take account of 
the probable response of competitors when it changes its price. Since a tax affects 
all firms, each firm may assume that its competitors will raise their prices and 
consequently prices may rise by the full amount of the tax. If firms price their 
products by placing a percentage “mark-up” on per-unit cost, the price will rise 
by more than the tax. Thus, even in the short run the prices in many industries 
consisting of a few firms may rise by the full amount of tax. In the long run this 
effect will become pronounced because firms that are unable to obtain average 
profits will leave the taxed industry. 

In industries where there are firms that are attempting to achieve goals other 
than short-run profit maximization, prices may initially increase very little, and 
firm owners will bear most of the tax. For example, an individual firm may 
attempt to get a larger share of the market by absorbing the tax, on the assumption 
that prices of products sold by other firms will rise. If this strategy is practised 
by a substantial number of firms it may be difficult for any firm in the industry 
to raise its price. However, over the long run there are likely to be some firms 
moving out of the taxed industry and the price will likely drift upwards until it 
has risen by the full amount of the tax. 

The impact of an excise tax on the price of a product will differ from industry 
to industry. In some cases the tax may be largely borne by the owners of a 
firm or by the owner of a resource employed by the firm. In other situations, prices 
may rise by more than the tax. However, our analysis leads us to conclude that 
the best single assumption that can be made is that prices ultimately rise by the 
amount of the tax. Thus, we adopt the assumption that excise taxes are borne by 
families in proportion to their expenditures on taxed items. 
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General sales tax 


When a sales tax encompasses nearly all items rather than just one com- 
modity, the magnitude of the price and resource movements described previously 
is small. If a general tax is introduced, the retail prices of all commodities tend 
to move upward together, since the tax represents the same percentage increase 
applied to the price of each good. Although the response of consumers to a price 
rise is not the same for every commodity, so that there is a tendency for individuals 
to allocate their expenditures differently than before the tax, the changes are not 
as large as in the case where the tax is only placed on a few goods. The only 
part of income that escapes the tax is savings, and consumption and savings may 
not be close substitutes. In addition, because all commodities are taxed, there is 
less impetus for firms to move out of one industry into another. In such circum- 
stances, the general opinion is that a broadly-based sales tax is borne by con- 
sumers in the form of higher prices, but there is nevertheless a view that the tax 
is shifted backwards to the suppliers of labour and other resources in the form 
of lower wages and other cost payments by firms. The proponents of this back- 
ward-shifting assumption develop their case by analysing the tax alone, without 
considering how government spends the proceeds of the tax. They argue that some 
of the purchasing power of consumers will be siphoned off by the government, 
with the result that either prices must fall, if the current level of output is to 
continue to be sold, or prices will remain high, in which case unemployment will 
result. In either case, it is argued that the burden will be borne through lower 
incomes rather than through consumption. 

This line of analysis completely ignores the possibility that the government 
will increase its expenditures as a result of the revenue received from the sales tax. 
It is recognized that the government may allocate its expenditures differently from 
consumers, and thus affect the relative profitability of various industries. How- 
ever, if some of the sales tax receipts flow to the government because the public 
reduces its savings, the combined effect of the sales tax-government expenditures 
will be expansionary. 

It is by no means inevitable that, when a government levies a general sales 
tax and thereby siphons private funds to its own coffers, total revenues accruing 
to producers from the sale of the economy’s current output need decline. It is not 
only that the government will promptly spend much of the tax revenue it receives 
and that consumers may maintain spending by drawing on savings. The federal 
government may pursue a policy that adds to the country’s total supply of money, 
thereby encouraging greater spending. This will obviously be desirable if unem- 
ployment threatens, because of an inadequate demand for current production. In 
short, monetary policy will influence greatly the general price and employment 
effects of sales taxes and hence the direction of shifting that may occur. Contrary 
to the view that some part of a general sales tax is necessarily shifted backward 
through declines in the general price level (including the price of labour and other 
forms of income), we think it entirely possible for the general price level to rise 
with the introduction of (or increase in) the sales tax. Even if such a rise does 
not occur, the conclusion of backward shifting does not necessarily follow. If, for 
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example, the general price level remained stable, through increases in the prices 
of taxed items and decreases in others, the burden of the tax would then be dis- 
tributed according to the purchase of taxed items rather than according to income. 

In a dynamic situation where changes in consumer preferences, technological 
advances and increases in income and prices are continuous, it is difficult to deter- 
mine by actual market study the incidence of a sales tax. However, on the basis 
of all our theoretical analysis, we support the argument that the sales tax is borne 
by consumers. Therefore, although we recognize that the retail price of every 
taxed commodity does not rise by the exact amount of the tax whenever the sales 
tax is introduced or increased, we believe that this is the best single assumption 
that can be made. However, because there is a body of economists who support 
the hypothesis that commodity taxes are shifted backwards to resource owners, 
we calculate, for the purpose of comparison, the burden of the Ontario sales tax 
on the assumption that the tax rests on families in proportion to the revenue they 
receive. (See Table 3:4.) 


Incidence of Canadian Commodity Taxes 


Now that we have examined the theoretical arguments relating to the incidence 
of commodity taxes, we can discuss each of the Canadian taxes that fit into this 
category. In discussing each of these revenues we do not repeat the arguments 
given in the previous pages but only present the particular characteristics of the 
tax that tend to reinforce or contradict the general conclusions determined above. 


General sales tax 


There are two forms of the general sales tax that affect Ontario residents. 
One is the federal tax on manufacturers and the other is the retail tax levied by 
eight provincial governments. As described previously, it is assumed for our 
analysis that the entire burden of both forms of the tax is borne by consumers. 
Since the tax is not placed on commodities delivered outside the country, the pro- 
portion borne by non-residents of Canada is much smaller than the forward-shifted 
part of the corporation tax. Foreigners do, however, pay a portion of the tax in 
the following manner. Although most producer goods are exempt from the levy, 
firms do pay some of the tax through their purchases of non-exempt items. It is 
estimated that 37 per cent of the federal tax proceeds and 17 per cent of the 
provincial sales tax revenue are obtained from taxing producers’ goods.!* The tax 
is then part of the cost of doing business and we assume that this cost is shifted 
forward to both domestic and foreign consumers in the form of higher prices. 
After deducting the foreign portion of the taxes, Ontario residents bear approxi- 
mately 34 per cent of the federal tax, 91 per cent of the Ontario sales tax, and 
4 per cent of the taxes levied by the other provinces. 

Neither the federal nor the provincial taxes are completely general since they 
do not cover all expenditures. In addition to the exemption given producer goods, 
services are excluded and certain consumer expenditures are exempt from the taxes. 
Both forms of the tax exempt food and the retail tax exempts children’s clothing, 
most medicines, and small expenditures. In distributing the burden of the Ontario 


INCIDENCE OF GOVERNMENT REVENUE PROGRAMS 2] 


sales tax among families, it is assumed that approximately 100 per cent of the 
expenditure on furnishings and equipment, 80 per cent on clothing, 55 per cent 
on automobiles, 20 per cent on other transportation, 75 per cent on recreation, 
95 per cent on smoking and alcoholic beverages, and 65 per cent of household 
operation expenditures are taxed. The coverage of the federal sales tax is similar 
to the Ontario coverage but is not precisely the same because of some differences 
in exemptions and because they are levied at different levels of production. 


Road-user revenues 


This category includes only provincial revenues. The major component is the 
gasoline tax, but taxes on other fuels burned by road-using vehicles and all motor 
vehicle registration fees are also included. Although each of these revenue com- 
ponents is assumed to be borne by consumers, the pattern of incidence differs, 
depending on the initial payer of the tax or fee. 

For our analysis, these revenues are classified into two groups: those paid by 
passenger vehicle owners and those paid by commercial vehicle owners. The 
amount paid by passenger vehicle owners is further subdivided into gasoline taxes 
and registration fees. The taxes and fees paid by commercial vehicle owners are 
a cost of producing a good or service in much the same way as wages, or the sales 
tax which falls on producer goods. Thus, the burden is assumed to be shifted 
forward to both resident and non-resident consumers alike, with the Ontario 
share of the provincial tax totalling approximately 37 per cent. The Ontario fuel 
taxes paid by owners of passenger vehicles are assumed to rest on the purchasers 
of gasoline, and we estimate that 20 per cent of this accrues to non-residents of 
the province.!* The registration fees paid by passenger vehicle owners fall entirely 
on Ontario residents in proportion to their expenditures on car purchases. Thus, 
since we estimate that one-half of both registration fees and fuel taxes are paid 
by commercial vehicle owners,!® Ontario residents bear approximately 60 per cent 
of the road-user taxes and fees levied by Ontario and approximately 18 per cent 
of those levied by the other provinces. 

Although the previous general discussion of the incidence of a commodity 
tax is applicable to road-user levies, there are relationships that exist here which 
give additional support to our assumption that the tax rests entirely on consumers. 
In particular, there is widespread agreement on the assumption that the taxes and 
fees paid by passenger vehicle owners are not shifted. This is because both the 
type of automobile purchase and the use of it are little affected by changes in 
the price of gasoline. One reason for this is that small changes in the price of 
gasoline cause even smaller percentage changes in the cost of operating an auto- 
mobile. Thus, since the amount of gasoline used by families is little affected by 
small changes in its price, sellers are not forced to lower their price, net of taxes, 
when the tax rate rises. Consequently, the price rises the full amount of the tax. 
Registration fees are set by the government and it seems unlikely that these can 
be shifted by passenger vehicle owners. This is because small changes in these 
rates likely would not affect automobile ownership to any great extent. Even if 
the rate changes would affect the number of automobiles sold, the pricing policy 
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in the automobile industry is such that it is unlikely that automobile prices would 
fall in response to the fall in demand. 

Similar to any other tax that affects the cost of production, there is disagree- 
ment as to the incidence of the taxes and fees paid by commercial vehicle owners. 
The demand for commercial transportation services is dependent on the demand 
for the final good that is transported. Since this includes some commodities that 
can be transported by other modes of transportation, it is difficult for the sup- 
pliers of road transportation services to shift cost increases forward. This is 
because increases in trucking prices would cause firms to transport more of their 
goods by alternative methods of transportation and cause consumers to substitute 
goods and services that have a low transportation content for those with a high 
content. Therefore, some would argue that at least part of the tax is borne by 
the owners and workers in the trucking industry through lower wages and profits. 
Our own view is that given a longer period of time, marginal firms and workers 
would leave the trucking industry, thereby reducing the supply of services supplied 
by commercial vehicles. This would cause the price of trucking services to rise 
by the full amount of the tax so that wages and profits in the industry would be 
in the same relationship with other industries as existed before the tax increase. 
Although this same argument may hold for many commodity taxes, we believe 
that it is particularly applicable to the road-user levies because almost all of the 
resources used in the trucking industry are easily adaptable and/or have fairly 
short lives. For example, truck drivers can be trained in a much shorter time than 
individuals in other trades, and trucks have a shorter working life than most 
equipment used in manufacturing or railroad industries. 

Therefore, our assumptions that the road-user levies paid by passenger vehicle 
owners are not shifted, and that the taxes and fees paid by commercial vehicle 
owners are shifted to consumers according to their consumption expenditures can 
be supported on theoretical grounds. The empirical evidence on this point is not 
conclusive and the amount of shifting no doubt differs from one product to 
another. However, taking all commodities transported by road-using commercial 
vehicles into account, any error caused by accepting our assumptions would likely 
be small. 


Selective excise revenues 


At the provincial level, this category includes the hospitals tax, race tracks 
tax, liquor profits and liquor licences. Although liquor profits and liquor licences 
are not taxes in the usual sense of the word, they are concerned with a specific 
product and thus are placed in the selective excise category. The profit item 
includes both taxes on beer and wine and the profit from the government liquor 
stores. This profit can be viewed as a tax since it is an alternative to taxing liquor 
directly and allowing it to be sold by a private liquor store. This method of taxing 
liquor is used in several states and other provinces. The licences can also be treated 
as an excise tax on liquor. This is because the amount of liquor demanded is not 
very responsive to price changes and the amount paid for a licence is likely shifted 
forward to consumers of liquor in the form of higher prices. Thus, the burden 
resulting from the charge for a liquor licence is borne in much the same way as 
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an excise tax on liquor. The federal portion includes excise taxes on liquor, 
tobacco, automobiles,’® and other miscellaneous commodities. Again, it is assumed 
that these taxes are borne by consumers in proportion to their purchases of taxed 
items. 

Non-residents visiting Ontario bear some of the provincial levies in this cate- 
gory. On the basis of our calculations and information provided by the Ontario 
Department of Travel Research, we assume that 10 per cent of the liquor levy 
and 30 per cent of the hospital and race tracks taxes are borne by non-residents. 
The reason for the high proportion of these taxes borne by non-residents is that 
they devote a much larger percentage of their total expenditure in Ontario to 
liquor, admissions, and pari-mutuel betting than does an average Ontario resident. 

Ontario residents pay the federal excise levies on liquor, tobacco, and the 
many miscellaneous items subject to tax in proportion to their purchases of these 
items. Part of the excise tax on automobiles is paid in proportion to the expendi- 
ture on passenger vehicles and the other part of the tax originally paid by owners 
of commercial vehicles is distributed in proportion to consumption expenditures. 
Combining all of these federal excise taxes, we estimate that approximately 30 per 
cent of the total is borne by Ontario residents. 


Import duties 


We assume that all of the import duties are shifted forward to consumers in 
the form of higher prices. In allocating the portion of the tax that is borne by 
non-residents of Canada, an arbitrary assumption is employed. Previously, when 
analysing the forward-shifted portion of the corporation income tax and the excise 
and sales taxes that enter the costs of production, we have assumed that 18 per 
cent of the tax is borne by non-residents. The percentage of import duties borne 
by non-residents is likely less than 18 per cent, however, partly because the pro- 
portion of imported goods later exported is likely to be less than the ratio of 
exports to total production. First, some goods on which duty is paid are imported 
directly by families, not firms, and thus the tax does not enter the cost of produc- 
tion. Second, many of the commodities imported by firms are consumer rather than 
producer goods and it is unlikely that these commodities are exported. We also 
believe that the 18 per cent figure is too high because many items imported and 
then exported, are free of the import duty. Thus, with the above arguments in 
mind, we have given the Canadian imports a cursory examination and concluded 
that approximately 9 per cent of import duties are exported to non-residents of 
Canada. Although this 9 per cent figure may not be precisely correct, it is likely 
to be superior to using either zero or 18 per cent which are the principal alterna- 
tives. As in the case for general taxes borne by consumers, we assume that the 
Ontario residents pay approximately 37 per cent of the Canadian total. 


Taxes on Assets 

Wealth or assets along with income and expenditure form the base of nearly 
all government revenues. However, taxes on assets, in spite of their power to 
reduce income and wealth inequalities, are not used to any great extent in Canada. 
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For purposes of analysis we have included death taxes, property taxes and business 
taxes in this category. Although all of these taxes are based, at least partially, on 
assets, they have few common characteristics. Death taxes are based on total 
assets and are an attempt to equalize incomes and wealth. Property and business 
taxes are only levied on one asset—property—and are levied primarily to raise 
revenue for municipal governments. As a consequence of these differences, the 
incidence of death taxes and that of property taxes are not the same. 


Death taxes 


This category includes both the Ontario and the federal taxes. Owing to the 
lack of statistical information in the area of death taxes, we have made some 
arbitrary assumptions about the burden of these levies. We have assumed that all 
of the federal estate tax is borne by Canadians. We have also assumed that 97 per 
cent of the Ontario tax is borne by residents of the province and that none of the 
succession duties levied by the other provinces falls on families residing in 
Ontario.’* In terms of the tax burden among income classes we have assumed that 
the entire burden of the taxes is borne by the families in the $10,000 and over 
income bracket. Although we realize that some of these assumptions are not 
entirely correct, the errors resulting from applying them will have a negligible effect 
on the total burden of taxation because the total revenue raised from the estate 
tax and succession duty is small. Nevertheless, the direction of the possible errors 
is discussed in the following paragraphs. 

The use of the first set of assumptions may result in an overstatement or an 
understatement of the total share paid by Ontario residents. On the one hand, 
the assumption that none of the federal tax is borne by foreigners results in an 
overstatement of taxes borne by residents in all provinces, including Ontario. On 
the other hand, the assumption that some of the Ontario tax is borne by non- 
residents of the province combined with the assumption that none of the taxes 
levied by other provinces is borne by Ontario residents results in an understate- 
ment of the tax burden on families in Ontario. 

Allocating the entire burden of succession duties to the highest income class 
no doubt overstates the burden borne by this class and understates the amount 
borne by families in other classes. The degree of error caused by this assumption 
depends to some extent on who bears the burden of the tax. For several reasons, 
it can be concluded that the degree of error is likely to be less if the burden is 
borne by the deceased rather than the beneficiary. First, there is a minimum 
amount in each estate that is exempt from taxation. Since this exemption often 
totals at least $60,000, there is some reason for believing that these individuals 
are in the highest income class. Second, the proceeds of the estate tax are often 
distributed among several individuals. If the beneficiaries bear the tax, a larger 
proportion of the tax revenue is paid by families in the lower income brackets. 
Third, the deceased usually is older than the beneficiaries and since income is 
directly related to age, the more the burden falls on the deceased, the more likely 
it is that the burden is borne by those in the highest income class. 
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Property tax 


Ontario municipalities receive over 70 per cent of their tax revenue from 
property tax receipts. Since property tax receipts are such a large proportion of 
total municipal revenue, the pattern of the property tax burden strongly influences 
the over-all burden distribution of municipal taxation. The burden of the property 
tax is very complex in that the tax is levied on both land and improvements and 
on several types of property. In addition, the burden of the tax differs with each 
type of property. We attempt to estimate the burden of the property tax in two 
steps. First, on the basis of assessment data,!® we estimate the tax proceeds from 
each of the six property sub-groups: business land, business improvements, farm 
land, farm improvements, residential land, and residential improvements. In addi- 
tion, we have used information derived from other studies to further subdivide the 
two residential categories into owner-occupied and rental classes.1® 

In constructing the following table, we made two assumptions. One, in allo- 
cating the 1961 property tax proceeds among businesses, farms, and residences, 
we assume that the mill rate is 10 per cent higher on business property than on 
farm and residential properties. This is because of the Residential and Farm School 
Tax Assistance Grants and the Municipal Unconditional Grants that provide relief 
to the residential and farm property taxpayers. Two, in separating the residential 
portion into owner-occupied and rental categories, we assume that a renter and a 
home-owner with the same income spend an equal amount on housing. It should 
be noted that this latter assumption results in allocating an insufficient proportion 
of the tax to high income classes if renters actually spend less on housing than 
home-owners with the same income and if renters are concentrated in low income 
classes. 


TABLE 3:2—Percentage Distribution of Property Tax Proceeds by Source of Revenue 


Land Improvements Total 
Owner-occupied housing...... 8.5% 30.0% 38.5% 
STS MAE, OS ARETE Sa PM ao 13.0 16.5 
PUSHIESS FE. oe. Pe ate es 10.0 26.0 36.0 
APRIL co artyt «ices aes Gat 4.5 4.5 9.0 

26.5%, 13354 100.0% 


Source: Based on data supplied by the Ontario Department of Municipal Affairs. 


Now that we have computed the proportion of property tax revenue obtained 
from each category of property, the second step is to examine the burden of the 
tax in each. The basic conclusions of tax incidence are as follows: 


Business land—owners of businesses 

Business improvements—consumers of all goods 

Farm land—owners of farms 

Farm improvements—consumers of food 

Residential land, tenant-occupied—owners of property 
Residential improvements, tenant-occupied—trenters of property 
Residential land, owner-occupied—owners of property 
Residential improvements, owner-occupied—owners of property 


a Tia gala seta ea 
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As can be seen from the above list, it is assumed that the portion of the 
property tax levied on land is not shifted, and except for owner-occupied residen- 
tial housing, the improvements portion is entirely shifted.2° It is recognized that 
this sharp distinction between the treatment given the tax on land and the tax on 
improvements does not likely exist for each business, farm or apartment, but in 
the absence of any empirical evidence to the contrary, we judge that it is the best 
assumption that can be made. First, although most business, farm and apartment 
owners do not distinguish between the tax on land and the tax on improvements, 
but rather examine supply and demand conditions in attempting to shift any in- 
crease in the property tax, it is likely that most owners can only shift a portion of 
the tax. Second, there is some theoretical support for treating improvements and 
land differently. The amount of land is fixed, but the amount of improvements is 
not. Thus, if the tax on land increases, it is unlikely that the tax can be shifted 
to the user of land, unless he is completely unresponsive to price changes. This 
means that the owner receives a lower rate of return on this investment, and when 
he wishes to sell his land, he must sell it at a lower price than before the tax 
increase. This decrease in the price of land results because the rate of return on 
land has fallen and the return on alternative investments has likely remained 
constant. In the case of improvements, however, the owner may allow the build- 
ing (or other form of improvement) to depreciate when his rate of return falls 
owing to the increase in property tax. Consequently, the supply of improvements 
will fall and the price will rise so that the after-tax return on improvements will be 
the same as on alternative investment opportunities in the economy. 

In distributing the property tax burden according to the list of conclusions 
given above, two assumptions should be made explicit. First, in all cases, it is 
assumed that the ratio of tax to value is equal for all items in each category. The 
assumption is particularly important for the categories of residential property since 
expensive property is associated with high incomes. If the ratio of tax to value 
falls as value increases, we have overstated the burden on high income receivers 
and understated it on low income families. Two, it is assumed that families bear 
the tax on farm improvements according to their purchase of food rather than 
according to total purchases because most farm output is directly or indirectly 
associated with food. This may overstate the burden on low income families 
because of the large proportion of their income that is devoted to food expenditures. 

The proportion of the Ontario municipal property tax borne by non-residents 
of the province is equal to 25 per cent and families residing in Ontario bear ap- 
proximately 10 per cent of the property and business taxes levied by the other 
provincial and municipal governments. Non-residents bear some of the Ontario 
municipal property tax as owners of businesses located in Ontario and as con- 
sumers of goods produced in the province. 


Business tax 


The business tax is a municipal levy based on the assessed value of the 
property of a firm. However, the rate of tax varies by the type of business carried 
on by the firm: from 150 per cent of the property tax for liquor manufacturers 
to zero for farmers.?21_ We do recognize that the business tax is different from the 
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property tax in that the rate varies by the type of business. It is not clear, how- 
ever, whether this makes the business tax easier or more difficult to shift than the 
property tax. Thus, in the absence of any empirical information we treat the busi- 
ness tax in exactly the same manner as the property tax. This means that the tax 
is divided between land and improvements in the same proportions as the prop- 
erty tax and it is assumed that the tax on land is borne by owners and the 
tax on improvements is borne by consumers. Consequently, approximately 61 per 
cent of the tax falls on non-residents of the province. The business tax levied by 
municipalities in other provinces is taken account of in the previous section on 
the property tax. 


Other Taxes and Revenues 


The remaining taxes and revenues encompass many small revenues and they 
do not fit completely into the income, commodity or asset categories discussed this 
far. The major components in the other taxes and revenues are natural-resource 
revenues and social insurance revenues. 


Natural-resource revenues 


This category of revenues includes several taxes, licences and fees. The major 
revenue components include the mining tax, logging tax, stumpage fees, and hunting 
and fishing licences. In allocating the burden of these revenue-raising programs, 
we classify each source of revenue into one of three categories. One category 
encompasses items, such as the logging and mining taxes, that are assumed to be 
similar to a tax on profits. A second category includes items, such as stumpage 
fees, that are assumed to enter the cost of production in the same manner as a 
manufacturer’s excise tax. The third group includes items, such as camping fees 
and hunting and fishing licences, that are assumed to be borne by sportsmen. 
This classification results in allocating 46 per cent of the natural-resource revenue 
to the first class, 42 per cent to the second, and 12 per cent to the last class. How- 
ever, it should be noted that there are several items, such as the mining tax, that 
could be placed in either the first or the second class. For these, we attempt to 
determine whether the item is in effect a profits or an excise tax and then classify 
it in the most appropriate category. 

We assume that families bear the burden of the items in the first class in 
proportion to their burden of the corporation income tax, the items in the second 
class according to their expenditure on all goods and services, and the third group 
of items in proportion to their expenditures on games and sports. Non-residents of 
the province bear approximately 61 per cent of the revenue raised from natural 
resources by Ontario and Ontario residents pay nearly 28 per cent of the revenue 
raised from this source by the other provinces. 


Social insurance 


All three levels of government receive pension contributions from public em- 
ployees. In addition, the federal government receives contributions from employers 
and employees for unemployment insurance. The Province collects contributions 
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from firms in connection with its Workmen’s Compensation and Industrial Em- 
ployees’ Vacations Programs. 

All social insurance contributions are collected from either employees or em- 
ployers. We assume that the total contributions paid by employees are borne by 
them. If, however, these mandatory contributions cause employees to work less, 
thereby increasing wages and prices, some of these contributions are shifted for- 
ward to consumers. Alternatively, if the contributions cause employees to work 
more, wages may actually fall and more than 100 per cent of the contributions 
made by employees rest on them. As we did for the personal income tax, we take 
the intermediate position and assume that exactly 100 per cent of the employee 
contributions is borne by them. 

For our analysis, there are two classes of employers. When the government 
is the employer, we assume that its contributions are not shifted. The government 
contributions are not considered separately since they are taken out of general 
revenue, and thus are already included in the burden of other taxes. Where the 
government is not the employer, it is assumed that one-half of the employer con- 
tribution is shifted forward to consumers in the form of higher prices and one-half 
is shifted backwards to employees. This treatment of the employer social insurance 
contribution differs from our usual treatment of taxes that enter the cost of pro- 
duction. The employer social insurance contributions are not assumed to be com- 
pletely shifted forward because, unlike most taxes that enter production costs, 
they are associated with a particular resource, labour, and directly benefit workers. 
Thus it is hypothesized that one-half of these contributions is an indirect form of 
wages and is borne by workers. 

Approximately 81 per cent of the Ontario provincial and municipal social 
insurance contributions is borne by Ontario residents. Families in Ontario also 
bear 41 per cent of the federal social insurance contributions. The federal share 
borne by Ontario residents is high because of the large proportion of federal 
employees residing in the province. 


Miscellaneous taxes and revenue 


This miscellaneous category includes all of the remaining revenues collected 
by the various levels of government. However, some of these revenues are charges 
for services provided by the government. In these situations—e.g., the Post Office— 
where the revenue and expenditure would be distributed in the same manner, only 
the surplus or deficit is included. A deficit is considered an expenditure and a 
surplus is assumed to be a tax. 

The Ontario provincial and municipal items included in this category are: 


(1) provincial hospital premiums 
(2) provincial tax on insurance premiums 
(3) other taxes such as the fire marshals tax and land transfer tax 


(4) miscellaneous provincial and municipal revenue from fines, licences, park- 
ing lots, etc. 


The burden of the hospital premiums is assumed to be borne by the families 
paying them. In distributing the burden among the families, we assume that single 
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individuals pay one-half the amount paid by families of two or more. It is recog- 
nized that the premiums for some families are paid by the firm employing a member 
of the household. In these situations, part of the burden may be shifted forward to 
the consumers of the product by the firm. However, since there is no information 
on either the number of cases in which the employer pays the premium or on the 
amount of shifting when the situation does exist, we have neglected these cases in 
our analysis. 

The provincial tax on insurance premiums is assumed to be borne by the 
purchasers of insurance in proportion to the amount of premium they pay. The 
chief justification for this assumption is that mutual insurance companies sell 
approximately 50 per cent of the insurance purchased by Ontario residents.?? 
Since the families who buy insurance from a mutual company also own the firm, 
they bear the burden through higher premium rates. These higher rates may be 
put into effect directly by increasing premiums or indirectly by reducing dividends. 
The tax on insurance sold by stock companies is also likely borne by the pur- 
chasers of insurance. This is because it is comparatively easy for stock companies 
to raise rates without a large loss in sales, when the rates charged by mutual com- 
panies increase. It also may be necessary for stock companies to raise rates to 
maintain the pre-tax rate of return to stockholders. If the tax is increased without 
an increase in insurance rates, the stockholders would shift their capital out of 
the insurance field. The provincial tax on automobile insurance premiums is 
distributed partially in proportion to expenditures on automobile purchase and 
operation and partially in proportion to total consumption expenditures. 

Of the other taxes, the fire marshals tax and the land transfer tax are assumed 
to be borne in proportion to the property tax burden. The security transfer tax 
is borne in proportion to dividend income. 

The remaining category of miscellaneous provincial and municipal revenue 
of approximately $80 million is allocated to families in the following manner: one- 
fourth according to the number in the family, one-fourth equally to each family, 
one-fourth according to family income, and the remaining one-fourth in propor- 
tion to dividend income. This treatment of miscellaneous revenue is consistent with 
the treatment given to government expenditures that cannot be allocated to any 
particular group of families. Since the expenditures of this type are much larger 
and more numerous than the revenue items, the rationale behind this allocation 
formula is discussed in Chapter 4. 

The federal revenue items included in this category are numerous. Some of 
the main components are fines and penalties, sales and services, licences and per- 
mits. This revenue is distributed in the same manner as the miscellaneous pro- 
vincial and municipal revenue. 

The miscellaneous taxes and revenues levied by the other provinces and 
municipalities included in this group are nearly the same as those listed above 
in connection with Ontario. In all cases, the shifting assumptions are the same as 
for the corresponding Ontario revenue items. 
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EMPIRICAL RESULTS OF TAX ANALYSIS 


The results of our investigation on the incidence of government revenue 
programs are summarized in Table 3:3. These results are obtained by distributing 
the revenue totals given in Table 3:1 among the seven income classes and the 
non-resident category. The bases for distributing the revenues are the assumptions 
of revenue incidence discussed in the previous pages, and the statistical series 
described in Appendix B. The values given for the seven income categories are 
merely an intermediate product in our analysis, but the proportion of each revenue 
program borne by non-residents is worthy of some attention. The proportion of 
provincial and municipal revenues borne by non-residents of Ontario is 27 per 
cent. The percentage borne by non-residents ranges from a high of 63 per cent 
and 61 per cent of the corporation income tax and the business tax respectively, 
to a low of zero for hospital premiums and the personal income tax. These per- 
centages depend, of course, on our assumptions, and the true proportions may 
differ from these results. For example, if stockholders bear more than one-half of 
the corporation income tax, non-residents would bear a larger proportion of the 
corporate levy, and if Ontario firms have more difficulty passing on the forward- 
shifted portions of the corporation and business taxes to foreign as compared 
with domestic buyers, these percentages may be too high. 

Although the proportion of each revenue borne by non-residents should be 
considered in designing the best revenue structure, this does not necessarily mean 
that more revenue should be raised from those sources where the foreign burden 
is large and less revenue where the foreign burden is low. First, our analysis is 
based on the fiscal relationships that existed in 1961 and our results describe the 
burden of revenue for that year. If tax changes are made, our assumptions, and 
consequently our conclusions, may be invalid. For example, if the Ontario corpo- 
ration income tax rates were increased by 20 per cent, and if the corporate taxes 
of other jurisdictions did not change, our conclusions about the absolute and 
relative burden of the tax would likely be incorrect. Although the proceeds may 
increase by 20 per cent immediately after the tax increase, the tax would tend to 
discourage the growth of corporations in the province, thereby reducing the tax 
base and the amount of tax borne by non-resident stockholders. In addition, it 
would be very difficult for Ontario taxpaying corporations to shift any of the tax 
increase forward to consumers outside the province. Second, if all provinces 
formulated tax programs on the basis of placing the maximum burden on non- 
residents, fiscal relations between provinces would become more difficult. Third, 
an emphasis on revenues that are borne primarily by non-residents may not be 
consistent with the economic goals of the province and may result in an inequitable 
pattern of tax burden among the families in Ontario. 

In order to present a more easily understood picture of the distribution of 
the revenue burden, we compute the proportion of income in each class that is 
absorbed by the various revenue programs. These effective rates of taxation are 
computed by dividing the revenues borne by the families in each class from Table 
3:3 by the post-government income totals given in Table 2:1. These results are 
presented in Table 3:4. To aid in the interpretation of Table 3:4, we have con- 
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structed three graphs.?* Before discussing each of the graphs, however, two 
cautionary notes should be made. First, given the shortcomings of our basic data, 
the absolute value of the effective tax rates may not be entirely correct. If, how- 
ever, we can assume that all errors in the results are random, the relationships 
between the classes shown in the table are valid. Thus, major attention should be 
given to the relative revenue burdens borne by the families in each class. Second, 
we have no information on the distribution of burden within the $10,000 and over 
category. Therefore, the portion of each graph devoted to this income class may 
not be entirely accurate. For example, our graph may indicate that a particular 
tax is proportional above $10,000, when in fact it is progressive from $10,000 
to $15,000 and regressive above that level. 


50 GRAPH 3:1 
Effective Revenue Rates for Total Government 
Revenues by Level of Government, 1961 TOTAL 
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In Graph 3:1 we present the pattern of the revenue burden separately for the 
provincial, municipal, combined provincial and municipal, federal and total cate- 
gories. The Ontario provincial burden is mildly progressive throughout most of the 
income scale. An average family in the under $2,000 category pays 5.6 per cent 
of its income to the Province, and an average family in a $10,000 and over category 
pays 8.8 per cent. The only regressive feature in the burden pattern is in moving 
from the under $2,000 to the next category: the percentage of income paid to the 
Province drops from 5.6 per cent to 4.3 per cent. This reduction in the rate is 
explained by the influence of the taxes distributed according to consumption 
expenditures and the hospital premiums. The Ontario municipal revenues are 
regressive over most of the income range. This regressive pattern reflects primarily 
the pattern of the property tax. The combined provincial-municipal burden pattern 
is U-shaped. The average rate of tax paid in the under $2,000 category is 13.6 per 
cent, then falls to 8.8 per cent in the next category, and then moves steadily upward 
to 12.9 per cent in the highest income class. The regressive portion of the com- 
bined pattern is caused primarily by the property tax and the progressive part of 
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the burden pattern reflects chiefly the personal income tax. The federal revenue 
distribution is very progressive except in the two lowest brackets. The average tax 
rate in the lowest bracket is 12 per cent, and in the highest bracket reaches nearly 
27 per cent. The revenue burden is particularly progressive in the highest two 
income classes where the tax rate moves from approximately 19 per cent in the 
$7,000-$9,999 category to 27 per cent in the highest bracket. This indicates the 
effect of the personal and corporation income taxes. Although not shown on the 
graph, the other provincial and municipal tax burden is proportional over the 
middle income ranges but turns up at both ends of the income scale. The compara- 
tively high rate at the low end of the income scale reflects the consumption levies, 
and the high rate for the $10,000 and over category is caused by the corporation 
income taxes. The total burden is regressive for .the first two categories, nearly 
proportional over the next four, and progressive in moving from the $7,000-$9,999 
category to the $10,000 and over class. 

In Graph 3:2, we present the pattern of effective rates for the largest provin- 
cial sources of revenue. These revenue sources include the personal income tax, 
corporation income tax, general sales tax, highway levies, liquor levies, and hospital 
premiums. The personal income tax is the most progressive of all the provincial 
revenues. It takes .1 per cent of the income received by an average family in the 
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Effective Revenue Rates for Provincial Government 
by Principal Types of Revenue, 1961 
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lowest income class and 1.8 per cent from an average family in the highest class. 
The corporation income tax is nearly proportional up to the largest income cate- 
gory, where it becomes progressive. This pattern arises because the forward-shifted 
portion of the tax is slightly regressive and the unshifted portion is slightly progres- 
sive up to the highest bracket where it becomes very progressive. Although the 
sales tax is slightly regressive at both ends of the income scale it is proportional 
throughout most of the scale. The inclusion of food in the base would make the 
tax very regressive in the low part of the income range and the inclusion of services 
in the base would likely result in a less regressive burden in the highest income 
bracket. The effective rate of the highway levies increases over the first three 
income classes, then becomes constant up to the $10,000 and over category when 
it decreases. The tax borne initially by commercial vehicle owners is slightly regres- 
sive throughout the entire income range, but the portion borne by the passenger 
vehicle owners is progressive up to the highest income class. The burden pattern 
of the excise levies is at a lower level but has the same shape as the general sales 


tax pattern. The most regressive source of revenue at the provincial level is the 


hospital premiums paid by families. The burden is regressive throughout the entire 
income scale, ranging from 2.1 per cent in the lowest category to .3 per cent in the 
$10,000 and over class. This regressivity in the burden occurs because each family 
pays the same monthly premium. Thus, the proportion of income that is paid to 
the government in the form of hospital premiums falls as income rises. 


25 GRAPH 3:3 
Effective Revenue Rates for Selected Types of TAXES 
Taxes of Combined Levels of Government, 1961 ON INCOME 
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For Graph 3:3, we classify revenues by the revenue base rather than by level 
of government. We take most of the revenues received by all levels of government 
and place them in one of three categories: 


(1). Income 
(2) Consumption 
(3) Assets 
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The income category includes the federal and provincial personal and corporate 
income taxes. The consumption category encompasses the federal and provin- 
cial sales and excise taxes, import duties, liquor revenue and highway-user 
revenue. The asset-based category includes the property tax, business tax, estate 
tax and succession duty. The distributional pattern of revenues based on income 
is proportional over the first two income classes, slightly progressive over the next 
four classes and very progressive from the $7,000-$9,999 category to the $10,000 
and over class. The burden pattern of revenues based on consumption is regressive 
at both ends of the income scale and roughly proportional between the highest and 
lowest brackets. The revenues based on assets present a U-shaped pattern of 
burden. The combined property and business tax burden is regressive throughout 
nearly all of the income scale. This decline in effective rates is more than counter- 
acted in the last income category by the revenue from the estate tax and succession 
duty. The average rate paid on these asset-based revenues in the lowest income 
category is 7.3 per cent. The average rate then moves steadily downward to 3.4 
per cent in the $7,000-$9,999 category, and then turns up to 7.7 per cent in the 
highest income bracket. 


FOOTNOTES 


11961 National Accounts (Ottawa: Queen’s Printer, 1962), Tables 55 and 21. 


2The 37 per cent figure is the ratio of Ontario consumption expenditures to total 
Canadian consumption expenditures. This estimate is based on the following 
Dominion Bureau of Statistics publication: D.B.S. Urban Families Expenditure in 
1959 (Ottawa: Queen’s Printer, 1963). The 50 per cent figure is arbitrary. It is 
reasonable to assume that Ontario residents consume a higher proportion of goods 
produced in Ontario than of goods produced in the rest of Canada, but the precise 
ratio cannot be determined. The 31 per cent figure is computed so that the weighted 
average of Ontario consumption of Ontario-produced goods (50 per cent) and the 
Ontario consumption of goods produced in the other provinces is equal to the Ontario 
consumption of Canadian-produced goods (37 per cent). 


3In allocating the tax between foreigners and Canadians on the basis of investment we 
are assuming that the profitability and the average tax rate are the same for both 
categories of firms. We indicated in footnote 15 of the previous chapter that there 
is good reason for assuming that both categories of firms are equally profitable. 
However, on the question of the average tax rate there are two points worthy of note. 
On the one hand, foreign ownership is concentrated on large firms. This means that 
foreigners gain very little from the provision that allows profits below $35,000 to be 
taxed at a low rate. On the other hand foreigners own over 60 per cent of the 
petroleum and mining industries. The profits of these industries are subject to a lower 
effective rate of taxation because of depletion allowances. Although the second 
factor is likely to be the more important, we judge that it would not change the ratio 
of tax to investment significantly. 


4The 46 per cent figure is the ratio of dividends received by Ontario residents to 
total dividends received by Canadians. The 50 per cent figure is arbitrary. Since 
there are many small taxpaying corporations that are entirely owned by residents of 
the province, it is reasonable to assume that the proportion of the dividends paid 
by the Ontario taxpaying corporations is greater than the proportion of the dividends 
paid to Ontario residents by all Canadian taxpaying corporations. The 42 per cent 
is computed so that the weighted average of the proportion of dividends paid by 
Ontario taxpaying corporations to Ontario residents (50 per cent) and the proportion 
of dividends paid to Ontario residents by corporations taxed in the other provinces 
equals the ratio of dividends received by Ontario residents to total dividends received 
by Canadians (46 per cent). 


5Tourists no doubt pay some of these commodity taxes through their purchases in 

Canada. We do not take account of these payments because they are minor and would 
complicate the calculations. However, we do take account of sales taxes levied on 
producer goods that are shifted forward to foreigners through Canadian exports. 
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6Estimate given by Ontario Department of Travel Research. 


‘The distribution of the federal income tax receipts by province is presented in Walter 
Gordon, Reply of the Minister of Finance to Question No. 741 by Mr. Balcer, made 
order for return Wednesday, July 22, 1964. 


8The empirical studies on the topic indicate that work effort is not affected by the 
personal income tax. See, for example, George F. Brian, “Income Taxes and 
Incentives to Work”, American Economic Review, Vol. 47 (September 1957), pp. 
529-49, and R. Davidson, “Income Taxes and Incentive’, National Tax Journal, Vol. 
16 (September 1963), p. 293-9. 


®9The case for forward shifting is given in N. Krzyzaniak and Richard A. Musgrave, 
The Shifting of the Corporation Income Tax (Baltimore: The Johns Hopkins Press, 
1963). For an argument for zero shifting, see Arnold Harberger, “The Incidence of 
The Corporation Income Tax”, Journal of Political Economy, Vol. 70 (June 1962) 
p. 214-40. 


10For a thorough analysis of the impact of these factors on the incidence of a com- 
modity tax the reader is referred to Kenyon Poole, An Analysis of the Retail Sales 
Tax, a study to be published by the Ontario Committee on Taxation. 


11For a discussion of the controversy see John F. Due, Government Finance, 3rd 
edition (Homewood, Illinois: Richard D. Irwin, 1963), pp. 275-84. 


12Jn both the immediate and short-run cases the relative shares of the tax borne by the 
purchasers and firm owners depends on the nature of the supply and demand curves. 
Owners will bear a greater proportion of the tax if the demand is relatively elastic 
and supply relatively inelastic than if the opposite conditions exist. The portion of the 
tax borne initially by the firm owner may be shifted backwards to the owner of 
resources employed by the firm. The amount of tax borne by each resource owner 
depends on the supply and demand relationships for the resource. 


13The estimate of 37 per cent is taken from a yet unpublished study for the Royal 
Commission on Taxation by M. Bourgeois, “Sources of Sales and Excise Tax 
Revenue, 1963”. The 17 per cent estimate is taken from Musgrave and Daicoff, 
op. cit., p. 133, 142. Although their study was conducted for Michigan, the structures 
of the Ontario and Michigan taxes are very similar. 


14This estimate is based on information supplied by the Ontario Department of Travel 
Research. 


15This~ estimate is based on information supplied by the Ontario Department of 
Transport. 


16The excise tax on automobiles was repealed in 1962. 


17We originally assumed that the entire Ontario tax is borne by residents of the prov- 
ince but changed this to 97 per cent in light of data supplied by the Ontario Depart- 
ment of Treasury, Succession Duty Branch. This information was supplied after the 
original calculations were completed for this study. Although we did take account 
of the change in order to be consistent with the Report of the Committee we did 
not make the logically consistent change of assuming that part of the tax levied by 
other provinces is borne by Ontario residents. This logical error is quantitatively 
unimportant since the amount that should be added to tax burden of Ontario residents 
is less than $1.0 million. 


18These assessment data were provided by the Ontario Department of Municipal Affairs. 


19These data for Ontario were taken from the data collected for Dominion Bureau of 
Statistics study Income Liquid Assets and Indebtedness of Non-Farm Families in 
Canada 1958. 


20For a more thorough discussion of the incidence of the property tax see Herbert A. 
Simon, “The Incidence of a Tax on Urban Real Property”, in American Economics 
Association Readings in The Economics of Taxation, Richard A. Musgrave and Carl 
S. Shoup, Eds. (Homewood: Irwin, 1959), pp. 416-35. 


*1For further information and analysis of the business tax, readers are referred to 
William Merritt, The Ontario Business Tax, a study to be published by the Ontario 
Committee on Taxation. 


22In testimony given before the Royal Commission on Taxation, the Canadian Life 
Insurance Association stated that the total business at the end of 1962 was split 60-40 
between mutual and stock companies. (January 6, 1964.) 


23It should be noted that the horizontal axis of all the graphs is in terms of post- 
government income. Thus, the average income in some of the family income classes 
exceeds the upper limit of the class. 


CHAPTER 4. 


Incidence of Government Expenditure Programs 


[N THE previous chapter, we estimated the distribution of the burden resulting 
from government revenue programs. The objective of this chapter is to construct 
4 similar distribution for the benefits arising from government expenditures. These 
revenue and expenditure estimates are then brought together in the next chapter 
to measure the effect of government fiscal activity. 

The burden pattern of taxation is a very important factor in making a selection 
among various methods of raising a fixed amount of revenue. As mentioned 
previously, however, the examination of taxes alone gives an incomplete and 
distorted view of the impact of government fiscal activity on the income distribu- 
tion. The impact of expenditures, as well as of revenues, is important in determin- 
ing the proper level and composition of government fiscal activity. The benefits of 
the goods and services provided by the public sector should be considered along 
with the burdens involved in covering the costs of government. For example, it 
may be that the burden of government is distributed in a progressive manner. This 
income-levelling effect of the revenue programs may then be used as an argument 
for larger government. If, however, the distribution of government expenditures 
is very regressive, the net effect of government is to make the income distribution 
more unequal. In this case, the above argument for a higher level of fiscal activity 
would be incorrect. A distorted view of a new government program could also 
result from examining only the tax burden. For example, if the new activity is 
financed from an increase in the property tax, the tax burden is likely to be regres- 
sive. If the benefits of the new activity are very progressive, however, the com- 
bined effect of the tax and expenditure is to level incomes. 

Since the chief objective of this study is to measure the impact of govern- 
ment fiscal activity on the income distribution, the pattern of expenditure incidence 
is very important. When conclusions about the effects of government fiscal activity 
are based on the pattern of tax incidence only, an implicit assumption is made 
concerning the incidence of expenditures. This implicit assumption is that expendi- 
tures are proportional to income. Although this assumption may be true for some 
government expenditures, there are many that do not fit this pattern. For example, 
welfare payments benefit low income families more than families with high incomes. 
Thus, even though the difficulties involved in estimating the pattern of expenditure 
incidence are even greater than those encountered with government revenues, it is 
preferable to explicitly derive the distribution of expenditures than to implicitly 
assume that they are proportional to income.* 

In estimating the distribution of government expenditures, we follow nearly 
the same steps as those that led to the distribution of tax payments. First we select 
the expenditure items included in the analysis. Next we examine the incidence of 
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each expenditure item. The assumptions we employ in distributing the expendi- 
tures are based on theoretical hypotheses and empirical investigations. On the 
basis of these assumptions, the non-resident share of each expenditure is deducted, 
and the remainder is distributed to Ontario families. As with the revenue side, 
effective rates of expenditure are then computed by dividing the distribution of 
expenditure by the distribution of income. 

Government expenditures are of two types—transfer payments and expendi- 
tures on goods and services. Transfer payments are payments made directly 
by the government to families and are intended to raise the incomes of the families 
receiving them. Transfer payments include such items as old age pensions, unem- 
ployment compensation and family allowance payments. In our analysis, transfer 
payments are treated as negative taxes. Although the benefits of the payments may 
be shifted from the initial recipients, transfer payments directly augment the income 
of families in the same manner as taxes reduce income. This means that just as 
the burden of taxation is equal to the reduction in income, the benefit of transfer 
payments is equal to the addition in income. Thus, the total amount of each transfer 
payment is simply allocated to the families whose incomes have risen as a result of 
the payment. 

The allocation of benefits arising from government expenditure on goods and 
services is much more difficult. There is often no charge for a government-produced 
commodity and it is difficult to determine the value placed on it by any family or 
group of families. At one extreme all of the families using a particular commodity 
may place a value on it that exceeds the production costs. At the other extreme 
the cost may be greater than the value placed on it by any family. However, in the 
most likely situation, the value of the commodity for some families exceeds, and 
for others the value will be less than, the cost. Since the commodities are generally 
offered free of charge, families do not directly indicate the value they place on each 
good or service. Thus, it is impossible to determine the total amount that should be 
added to the income of families for each expenditure. Even if we assumed that 
the total value placed on each commodity by all the families is equal to the cost of 
it, we would still be lacking the necessary information regarding the distribution 
of the total value. For example, even if total value equals total cost, low income 
families may place a value on it that exceeds costs and high income families may 
place a value on the commodity that is less than the costs of producing it. Given 
these insurmountable problems, we have adopted a cost-occasioned method of 
distributing government expenditure on goods and services to families. This method, 
which is a variation of the benefit method, involves distributing the cost of provid- 
ing a commodity to families in proportion to their use of it. This cost-occasioned 
method is equivalent to assuming that not only does total value equal total cost 
for each commodity but the value placed on it is equal to the cost of providing it 
for each family. Therefore, the amount added to the income of families for each 
good or service provided by the government is equal to the total cost of providing 
it, and this increase in income is distributed in proportion to the use of the com- 
modity.? 

In allocating the government expenditures on goods and services, we take 
account only of the direct beneficiaries of them. Although there are many expendi- 
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tures that yield indirect benefits for all families, we have omitted these benefits. For 
example, even though educational expenditures likely yield benefits to all families 
through technological advances, lower delinquency rates and a better-educated 
electorate, we distribute the total expenditure on education among families in pro- 
portion to the number of students in the family. These indirect benefits are neglected 
for three reasons: 


(1) the proper ratio of direct to indirect benefits is not easily determined, 
(2) indirect burdens are not considered on the revenue side, and 


(3) the rationale behind the cost-occasioned method makes no allowance for 
the indirect benefits. | 


This omission of indirect benefits does not preclude, of course, the shifting of 
benefits accruing initially to firms to the families who ultimately benefit from the 
expenditure. | 

For our analysis, government expenditures are grouped into two categories. 
The beneficiaries of some expenditures are quite easily identified. These expendi- 
tures, classified as specific, include such items as expenditures on health, education, 
highways and agriculture as well as transfer payments. The incidence of each 
expenditure in this category is discussed separately. Although there is fairly wide- 
spread agreement on the incidence of these items, the principal alternative hypoth- 
eses are also analysed. 

Those expenditures that cannot be easily allocated to any specific group of 
beneficiaries are classified as general. The incidence of the items in this group, 
which includes expenditures on national defence, general government and protec- 
tion to persons and property, is not at all certain. There is no empirical evidence, 
or agreed-upon theory, that relates the benefits from these services to families classi- 
fied by income. These expenditures are grouped together and are allocated by a 
method that is a compromise between several alternative hypotheses. The method 
of allocating these general expenditures is very arbitrary and the amount of expendi- 
ture in this category is approximately one-third of the total. Since these expen- 
ditures are a significant proportion of the total, we present our results both including 
and excluding general expenditures. However, we judge that when analysing the 
total effect of government on the income distribution, it is better to include all 
expenditure items rather than only the specific ones. This is because the inclusion 
of all the taxes and only two-thirds of the expenditures would give an incomplete 
view of the government’s impact on the income distribution. 

In order to measure the total benefits of government, and to be consistent with 
our treatment of revenues, we include all government expenditures in our analysis. 
All expenditures are of benefit to at least some families, and there appears to be 
no reason for omitting some items and not others. As mentioned previously, it is 
those expenditures that nearly everyone agrees are proper and important functions 
of government, such as national defence and protection of persons and property, 
that are the most difficult to allocate to families. 

In order to be consistent with the revenue side of the budget, we take as the 
primary sources of data the D.B.S. publications that present expenditures by level 
of government.? In these publications, the expenditure items are grouped into 
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functional categories. In presenting these data all unconditional grants and subsi- 
dies from one level of government to another are omitted from the expenditure side 
of the paying government and the income side of the receiving government. This 
means that municipal expenditures that are made as a result of provincial uncondi- 
tional grants are shown as municipal rather than provincial expenditures. Condi- 
tional grants, however, are shown as an expenditure of the paying government. 
Consequently, provincial grants to municipalities for streets and bridges are classi- 
fied as provincial expenditures. 

These published data are adjusted for our purposes to include expenditures 
made from government trust funds. The chief additions are unemployment and 
workmen’s compensation payments. These expenditures are added because they 
are as much an addition to income as are family allowances and payments to 
veterans. 

As is true of taxes, a portion of the government expenditures accrues to non- 
residents. Non-residents of the country benefit from government expenditures 
primarily through ownership of businesses located in Canada and through consump- 
tion of commodities produced in the country. To a lesser extent, they also benefit 
as tourists of Canada. Canadians residing outside Ontario also benefit from the 
Ontario provincial and municipal expenditures. We assume that benefits are shifted 
to non-residents in the same manner that taxes are borne by them. This means that 
after subtracting the foreign share of the expenditures that accrue to owners of 
corporations, Ontario residents receive 50 per cent of the provincial expenditures, 
46 per cent of the federal, and 42 per cent of the other provincial and municipal 
expenditures. For the benefits allocated in proportion to consumption of all goods 
and services the percentages of expenditures accruing to Ontario residents are 50 
per cent, 37 per cent and 32 per cent respectively. 

Table 4:1 shows the total expenditures of the federal, provincial and munici- 
pal governments. The table also illustrates the amount of federal, Ontario provin- 
cial and municipal and other provincial and municipal expenditures that accrue to 
Ontario residents. 

At the provincial level, the largest expenditures are on education, roads, health 
and sanitation and welfare. These items account for over 80 per cent of the total 
provincial expenditures. The largest component of municipal expenditure is educa- 
tion, accounting for nearly 36 per cent of the total. At the federal level social 
welfare is the largest specific expenditure category, accounting for one-third of the 
total federal expenditures. However, the general category is the largest item, 
encompassing over 39 per cent of total federal expenditure. The chief reason for 
the large general category at the federal level is that national defence is classified 
as a general expenditure. 

As indicated by the previous table, there is a large variance in the amount of 
each expenditure that accrues to non-residents of the province. The proportion of 
Ontario provincial and municipal expenditures that is received by non-residents 
ranges from nearly 70 per cent for interest payments to O per cent for education, 
social welfare and some expenditures on health. The proportion of the total provin- 
cial and municipal expenditure accruing to non-residents is approximately one-half 
of the percentage of revenue borne by families residing outside Ontario. 
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TABLE 4:1—-Government Expenditures Received by Ontario Residents, 1961 


Other 


Ontario provincial 
Provincial Municipal Federal and 
— or  Cipal— . Lola 
Ontario Ontario Ontario Ontario Ontario 
Expenditure item Total share* Total share* Total share* share* receipts 
eee, Wa ary Tain eS A aie es ee Oe ee ee ee eee 
(millions of dollars) 

Highways, roads 

and UlGges + ae, 246.2 174.0 134.2 96.5 89.0 34.9 39.8 345.2 
Other transportation? 

andcommunication — oo —— — 305.0 80.4 — 80.4 
Education... eee LU ZIV) 343.6 343.6 93.0 36.0 — 650.6 
Health and sanitation 228.4 228.4 139.1 114.6 366.0 125.3 6.5 474.8 
interest... ee 49.4 17:6 40.2 12.9 653.4 240.8 19.5 290.8 
Social welfaret...... 116.8 116.8 Zo 273"9 222660 TTL — 916.3 
Agricilture.: ca. 40's 9.5 9.5 — —— 295.0 118.1 — 127.6 
General expenditure§. 142.5 118.6 274.4 229.5 2,678.4 945.7 55.9) ae 

VOtaio we coke 1,063.8 935.9 958.8 824.4 6,745.8 2,353.4 121.7 4,235.4 


Sources: D.B.S., Financial Statistics of the Government of Canada, 1961; Financial 
Statistics of Provincial Governments, 1961; Financial Statistics of Municipal 
Governments, 1961; and Appendix B. Municipal data refer to calendar year, 
federal and provincial data to nearest fiscal year. 


*The amount of expenditure received by non-residents of Ontario is estimated. This 
estimate is based on both the basic assumption regarding the incidence of each 
expenditure and the general assumption that political boundaries are no bar to receiv- 
ing benefits from government expenditures. 

+Includes expenditure on air, water and rail transport. 
tIncludes Old Age Security payments, family allowances, government pensions, pay- 
ments to veterans, unemployment insurance and other miscellaneous transfer pay- 
ments. 

§The major components in this general category are defence services, mutual aid, 
general government, protection of persons and property, recreation and cultural 
services, natural resource and primary industries and payments to government enter- 
prises. 


ALLOCATION OF GOVERNMENT EXPENDITURES 


We discuss the allocation of each government expenditure. For some expendi- 
tures, we analyse alternative hypotheses of incidence. In all cases, we explain the 
rationale behind the theoretical hypothesis that we have accepted. The end product 
of this section of the chapter is the distribution of government expenditures by 
income class. 


Highway, Road, Street and Bridge Expenditures 


The allocation of these expenditures is complex because of the widespread 
shifting of benefits and because there are several categories of beneficiaries. We 
first summarize our results and then explain the reasoning behind them. 

We assume that the benefits from these expenditures are initially received by 
three categories of recipients. These recipients are the owners of: 

(1) property 

(2) passenger vehicles, and 

(3) commercial vehicles. 


We further assume that the entire expenditure accruing to commercial vehicle 
owners is shifted forward to consumers in the form of lower prices and that approxi- 
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mately 25 per cent of the property share? is also shifted forward. The benefits 
allocated to property owners are distributed in the same manner as the distribution 
of property assessment and the benefits to passenger and commercial vehicle 
owners are distributed to the two groups in the same manner as the burden of the 
gasoline tax. This means that non-resident property owners, tourists and consumers 
receive respectively 25, 20 and 59 per cent of the provincial and municipal expendi- 
tures that are allocated to these groups of beneficiaries. 

Expenditures on roads benefit both users and non-users. Road users receive 
the benefits of time saved, lower operating costs, and fewer accidents. All these 
benefits result in lowering the cost of operating a motor vehicle. For a passenger 
vehicle owner, this reduction in cost is similar to an increase in income and we 
assume that this benefit is not shifted.5 The commercial vehicle owners also obtain 
a reduction in costs due to additional expenditure on roads. Analogous to the case 
where taxes enter the cost of production, we assume that this reduction in costs 
brings more resources into the industry, thereby increasing competition and lower- 
ing commercial freight and passenger rates. Thus, the benefits of road expendi- 
tures are assumed to be shifted from commercial vehicle owners to consumers. 

In the non-user category, property owners benefit from road expenditures 
because roads provide access to property. Although it could be argued that roads 
are built and maintained only for the use of motor vehicles, many road expendi- 
tures, such as those on rural rouds and residential streets, are incurred primarily to 
provide access to property. Property owners also benefit from the construction of 
through streets, if not directly adjacent to the construction, because property values 
will normally rise when transportation time is reduced. For these expenditures, 
we judge that it is more reasonable to distribute the benefits to property owners 
than to users. These benefits to property owners are additions to income, just as 
property taxes reduce income. Therefore, the benefits are distributed in the same 
manner as the property tax assessments. 

Although neglected in our analysis, there are two other groups of non-user 
beneficiaries that are often cited. These two groups are consumers and the general 
public. For consumers, it is argued that better roads result in faster delivery, fresher 
commodities and lower costs. We agree that consumers do enjoy these benefits 
but argue that they have already been counted in the benefits initially received by 
the owners of commercial vehicles. It is also argued that the general public benefits 
from a better road system because of improved national defence, the developing 
of new geographic areas and the improvement in fire and crime control. Although 
this argument may have some merit, we have accounted for many of these benefits 
in the portion allocated to property owners and have made the general assumption 
that any “indirect” benefits are neglected whenever direct beneficiaries can be 
identified. 

Now that we have identified the beneficiaries of road expenditures and have 
analysed in general terms the incidence of these expenditures, there still remain two 
problems. One is to allocate the expenditures between users and non-users. The 
second is to distribute the user share among the different categories of users. 

There are over ten methods that have been advocated for solving the problem 
of allocating road costs between users and non-users. Each method is based on 
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different assumptions; none of them is free from some criticism. The formula 
adopted for our analysis is called the Earnings Credit Method. It is derived from 
some of the less sophisticated methods and thus the use of it tends to give results 
that are close to the average of the results obtained by applying all of the sug- 
gested formulas. We use the Earnings Credit Method not only because it is 
superior to many of the others on theoretical grounds, but because it is by far the 
most commonly adopted method in highway studies. The Earnings Credit Method 
assumes that the primary road system, which includes the King’s Highway and 
urban expressways, provides very little access to property and that the entire bene- 
fits accrue to road users. This method also assumes that the expenditures on 
residential city streets and township roads are entirely for the benefit of property 
owners. This method is implemented by the calculation of two ratios. The share 
of expenditures allocated to road users is then computed by taking the average 
of the two ratios. One ratio is calculated by 


(1) computing a rate per vehicle mile that would cover the cost of constructing 
and maintaining the primary road system, 

(2) multiplying this rate by the total vehicle miles driven on each class of road, 
and ; ot 

(3) summing these products and dividing by the total expenditure on roads. 


The second ratio is calculated by 3 

(1) computing a rate per road mile that covers the cost of constructing and 
maintaining local roads, 

(2) multiplying this rate by the total road miles in each class of roads, and 

(3) summing these products and dividing by total expenditure. 


This ratio gives an estimate of the non-user portion and is subtracted from 1 to 
obtain an estimate of the percentage of benefits that accrue to road users. These 
two ratios are then averaged and the resulting percentage is the portion of road 
expenditures that accrues to road users. For Ontario provincial and municipal 
expenditures taken together the Ontario Department of Transport estimates that 
the user share is 68 per cent and the non-user share is 32 per cent.’ 

For the problem of allocating the user share among the categories of users, 
there are again several methods that could be used. We have selected the 
Incremental Cost Method because, although far from perfect, it is generally rated 
as the best available method when examined on theoretical grounds, and because 
it was used by the Ontario Department of Transport. This formula neglects non- 
users completely and concentrates on the allocation of road costs among users. In 
implementing this method, vehicles are classified by weight and axle weight. Costs 
are classified into common and specific categories. Common costs are costs neces- 
sary to provide a road for even light vehicles. Specific costs are additional costs 
necessary to provide a road for successively heavier vehicles. Common costs are 
allocated to all vehicles in proportion to the vehicle miles driven. Each specific 
cost is allocated to all vehicles needing the specific expenditure. For example, in 
providing a fifteen-inch roadbed, the first eight inches may be necessary for even 
the lightest vehicle, the next three inches necessary for any truck and the last four 
inches for trucks over eight tons. The cost of the first eight inches would be then 
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spread over all the vehicles, the cost of the next three spread over all trucks, and 
the cost of the last four inches allocated to trucks over eight tons. Using the data 
obtained from the Ontario Department of Transport, we conclude that approxi- 
mately two-thirds of the user share should be apportioned to passenger vehicle 
owners and one-third to commercial vehicle owners. 


Expenditures on Other Transportation 

These federal expenditures are for air, water and rail travel facilities. Illus- 
trations of items included in this category are expenditures on harbours and 
terminals, and subsidies to shipbuilders and railroads. These expenditures increase 
transportation facilities. As opposed to the situation with roads, however, there is 
no empirical evidence on which to allocate the expenditure between users and non- 
users. Thus, we have arbitrarily assumed that one-half of the expenditure accrues 
to firms and one-half directly to families. We also assume that the portion 
received by firms is shifted forward to consumers and that the portion accruing 
directly to families is not shifted. The first portion is distributed to families in 
proportion to their consumption expenditures, and the last portion is distributed in 
proportion to family expenditure on air, water and rail transportation. Foreigners 
receive 18 per cent of the benefits accruing initially to firms and approximately 28 
per cent of the benefits received directly by families. Of the remainder, Ontario 
residents received 37 and 31 per cent of the benefits respectively.® 


Expenditures on Education 

There are expenditures on education at all three levels of government. Federal 
expenditures encompass the expenditures on the education of Indians, Eskimos 
and residents of the Northwest Territories, part of the vocational training costs 
and grants to universities. At the provincial level, over two-thirds of the expendi- 
tures are in the form of grants for locally operated elementary and secondary 
schools. Most of the remainder is spent on higher education. There is also a 
small amount spent on vocational training and educating the handicapped. The 
municipal expenditure is devoted almost entirely to elementary and secondary 
education. 

For all expenditures on education, we assume that the benefits accrue only 
to the recipients of the education. As we mentioned previously, this does not 
mean that we deny the existence of “indirect” benefits arising from education 
but that because of the difficulty of determining the ratio of “direct” to “indirect” 
benefits, we have allocated all expenditures to the direct beneficiaries of education. 
Since all benefits accrue to families classified by income, this means that these 
benefits are allocated to families in each class in proportion to the number of 
children receiving education. We also assume that all federal expenditures accrue 
to Canadian residents and all the Ontario provincial and municipal expenditures 
accrue to residents of the province. 

- For our purposes, we separate education expenditures into two categories. 
One category includes expenditure on universities. The second comprises mainly 
expenditures on primary and secondary education but encompasses all education 
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expenditures except those on higher education. The distribution of expenditures 
on these two categories by level of government is shown in Table 4: 2. 

The methods used to distribute both of these expenditure items are based on 
some very arbitrary assumptions. We discuss these methods in detail so that the 
reader may be aware of the possible error in the results. The basic data for the 
percentage frequency distribution used to allocate expenditure on higher educa- 
tion are taken from a survey of student incomes and expenditures conducted by 
D.B.S. in 1957.2 These data for all of Canada are brought forward to 1961 by 
Professor W. I. Gillespie,!° using the assumption that attendance in colleges and 
universities is directly related to income. We further adjust his statistical series to 
make it applicable for Ontario by the use of the same assumption. To the extent 
that the variables, other than income, that affect college attendance have changed 
over the period, we have introduced an unknown error in our results. 


TABLE 4:2—Expenditure on Education 


Ontario share 
of federal 
Provincial Municipal expenditures 


(millions of dollars) 


WOLNVOISILicS+. ts ce as eee ee 57.8 0 23.0 
Primary, secondary, and all other... 213.2 343.6 13.0 
271.0 343.6 36.0 


Source: This table is based on the statistics presented in the government documents des- 
cribed in Appendix A, and the operations performed on these data are described in 
Appendix B. 


If the average age of children rises with family income, our method of dis- 
tributing the second category of education expenditures likely overstates the 
progressivity of these expenditures for two reasons. First, the percentage frequency 
distribution employed to distribute these expenditures is for children sixteen 
and under. The distribution is incorrect because it includes pre-school children 
and because it excludes those children above sixteen who attend secondary schools. 
Thus, since income likely rises with the age of the head of the family and con- 
sequently the age of children, we are likely allocating too large a proportion 
of education expenditures to the low income families and too small a proportion to 
the high income families. Second, we implicitly assume that the cost of educating 
an elementary school student is the same as the cost of education of a secondary 
school student. If the expenditure is higher for a secondary school student, we 
have again allocated too much to low income families and too little to those with 
high incomes. 

Although our methods of distributing education expenditures are open to 
some question, there appears to be no superior alternative. For the expenditures 
on higher education, it seems reasonable to assume that any errors are random and 
thus do not affect the relationship between income classes. For the other educa- 
tion expenditures, it is likely that we have overstated the progressivity of the inci- 
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dence but it may be that the high income families send their children to private 
schools in sufficient numbers to compensate for the possible errors mentioned 
above. 


Expenditure on Health and Sanitation 


All three levels of government make expenditures on health, but sanitation 
expenditures are made only at the municipal level. For our analysis, expenditures 
are classified into three categories. The first and largest category is expenditure 
on hospital care. The second includes general public health expenditures such as 
general medical research, preventive public health programs, and medical, dental 
and allied services. The third category is sanitation which encompasses local 
expenditures on sanitation, waste removal and sewage disposal. The percentage 
distribution of expenditures on these three categories by level of government is 
shown in Table 4:3. 


TABLE 4:3—Expenditures on Public Health and Sanitation 


Ontario share 
be of federal 
Provincial Municipal expenditures 


Hospitahcare ss . Rae. bo 7) 94.5% 0.0 86.1% 

S01) 056) 2°50 Ne ea ‘he DOS, 13.9 

DCANTOTI erat ore hr te ee 0.0 Fags ty 0.0 
100.0 100.0 100.0 


Source: This table is based on the statistics presented in the government documents des- 
cribed in Appendix A, and the operations performed on these data are described 
in Appendix B. 


Government expenditures on hospital care are a result of the government- 
sponsored hospitalization plan. The hospital insurance plan is a provincial pro- 
cram, but it was instituted with the encouragement of the federal government 
and federal grants for this purpose are substantial. In 1961 $216 million of 
- Ontario provincial funds and $108 million of federal funds were spent on the 
Ontario plan. In Ontario there is compulsory coverage for persons subject to pay- 
‘roll deductions and voluntary enrolment for other persons. The Plan provides 
standard ward care for in-patients, emergency service for out-patients, and out-of- 
province hospitalization for residents who become ill away from home. 

It is difficult to allocate these expenditures to families because there are no 
available data relating hospital care to income. We have assumed that there is 
no relationship between hospital care and income and that each individual in the 
province receives equal benefit from these expenditures. Thus, these expenditures 
are distributed according to the number of individuals in each income class. In 
addition to some imperfections in our percentage frequency distribution, there 
exists the possibility that low income individuals are hospitalized for greater periods 
than high income individuals because of inferior diets and because medical care 
is not utilized in the early stages of illnesses. To the extent that this is true, all 
results understate the progressivity of these hospital expenditures. 
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The expenditures on general public health programs are primarily for pre- 
vention and control of illness and disease. These include expenditure for the 
control of tuberculosis and cancer, medical research, rehabilitation, health surveys 
and local boards of health. A small amount of expenditure in this category is also 
incurred in providing medical service to those who are not protected through 
private medical plans. In 1961 the provincial and municipal expenditure and 
the Ontario portion of federal expenditure in this category were $16 million, $30 
million and $17 million respectively. Many of these general services such as 
the reduction in communicable diseases and health information and warnings 
are enjoyed on a family basis. Other services such as medical research on cancer 
and heart disease accrue to all individuals equally. Thus, we have distributed 
one-half of the expenditures in this category to income classes in proportion to 
the number of families in each class, and the remaining one-half in proportion to 
the number of individuals in each class. 

There are two groups of beneficiaries that initially receive benefits from 
expenditures on sanitation. These two groups are business firms and residents. 
The cost of operating either a business or a home is reduced through waste 
removal and sewage disposal programs. Since there is no available information 
on the proportion of benefits enjoyed by each group of beneficiaries, we utilize 
assessment data to make the division. We assume that the percentage of benefits 
accruing to business is equal to the ratio of business assessment to total non- 
farm assessment. This calculation yields an estimate of 38 per cent for the business 
share and 62 per cent for the residential share. Property values are utilized in 
allocating expenditure because waste removal and sewage disposal are directly 
related to property. Although these services are not perfectly related to the value 
of the property, there appears to be no superior method of allocating the costs 
between the business and residential sectors. Assessment data rather than tax 
data are used because the residential taxes are reduced by provincial grants. 
Farm property is omitted from this analysis because it is judged that the benefits 
farmers receive from these expenditures are negligible. 

We assume that the benefits of expenditures that accrue initially to businesses 
are completely shifted forward to consumers in the form of lower prices. This is 
because nearly all of the sanitation expenditures reduce operating costs. As 
argued in connection with the highway expenditures, all expenditures that decrease 
the variable costs of producing a good or service are assumed to be shifted forward. 
For the residential share, we assume that each family, whether renter or home- 
owner, benefits equally from the sanitation expenditures accruing to the residential 
sector. 


Interest Payments 

Governments at all three levels issue interest-bearing securities to cover 
accumulated deficits. The interest payments on these securities are substantial. 
At the federal level, approximately 10 per cent of total expenditure is devoted to 
servicing the debt. 

Interest payments could be treated in at least two ways. On the one hand it 
could be argued that interest payments are similar to wages paid civil servants in 
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that they are a cost incurred in providing a government good or service. For 
example, if funds are borrowed to construct a school or hospital, the interest costs 
on the borrowed funds are a part of the cost of providing education or hospital 
care. If this point of view is adopted, the benefits of interest payments should 
be allocated to families in proportion to their use of debt-financed goods and 
services. On the other hand, it could be argued that interest payments are transfer 
payments whose purpose is to redistribute income in the course of providing debt- 
financed goods and services. If this point of view is adopted, interest payments 
should be allocated to the families that receive the payments. 

Although we recognize that the first point of view could be validly adopted, 
we accept the second view for several reasons. First, interest payments are treated 
in the Canadian National Accounts as transfer payments. Second, it would be 
very difficult to estimate the proportion of debt-financed goods and services con- 
sumed by families in each income class. Third, interest payments are generally 
accepted as a means of redistributing income. 

In allocating interest payments to the recipients of the payments we utilize 
information on the holding of government securities. These securities are held 
by three major groups: 


(1) individuals 
(2) businesses 
(3) governments. 


The business category includes chartered banks, insurance companies, Quebec 
savings banks, trust and loan companies, industrial pension plans, other financial 
institutions, and non-financial corporations. The government category comprises 
the Bank of Canada, the federal government accounts, and provincial and muni- 
cipal government accounts. 

Before examining the incidence of interest payments made to each category, 
one assumption implicit in our analysis should be noted. In allocating the interest 
paid on the debt of each government, we assume that the percentage received by a 
particular category of holders is equal to the proportion of the debt held by it. 
Since the interest paid on securities varies, this assumption may introduce some 
error into the analysis. For example, if the benefits of high-interest-bearing 
securities accrue to low income families, and the benefits of low-interest securities 
are received by those families with high incomes, we understate the progressivity 
of interest payments. The reverse situation is also possible. We judge, however, 
that any error caused by using this assumption is negligible. 

Many individuals buy and own government securities. As of December 31, 
1961, 22 per cent of the federal debt was composed of Canada Savings Bonds, 
and another 15 per cent of the debt, in the form of market securities, was held by 
Canadian residents. At the provincial and municipal levels of government nearly 
20 per cent of the combined debt was held by resident owners.11 We assume that 
the interest paid on these securities is not shifted, and thus directly benefits the 
owners of the debt. The proportion of the federal interest paid to Ontario resi- 
dents is equal to the ratio of liquid assets held by residents of the province to total 
liquid assets held by Canadians. One-half of the Ontario provincial and municipal 
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interest paid to individual owners is deemed to accrue to residents of the prov- 
ince. We also assume that Ontario families received approximately 42 per cent 
of the interest paid by the other provincial and municipal governments to 
Canadian residents. 

Approximately 35 per cent of the federal debt and 36 per cent of the 
combined provincial and municipal debt is held by businesses. The largest holders 
of the federal debt in this category are the chartered banks, which hold 15 per 
cent of the securities. At the provincial and municipal level, insurance companies 
are the leaders with 15 per cent. All interest initially received by this sector 
ultimately accrues to individuals. Except for insurance companies, where we 
assume that the interest is shifted forward to purchasers of insurance, we assume 
that all of the interest benefits the owners of business. For chartered banks and 
non-financial corporations, we distribute interest in the same manner as corporate 
dividends. In the remaining sub-category of savings banks, trust and loan com- 
panies, and other financial institutions, interest is distributed according to the 
ownership of liquid assets. The rationale for assuming that the interest paid to 
insurance companies is shifted forward is the same as the argument for the forward 
shifting of the tax on insurance premiums. Briefly, this is because mutual com- 
panies are dominant in many insurance areas and that income received by these 
companies is distributed to its owners through lower premiums. The interest 
paid to chartered banks is assumed to accrue to the stockholders of the banks 
because of the structure of the industry and because charges to bank customers 
do not appear to be very responsive to changes in the interest rate. However, there 
is no conclusive evidence on this point, and to the extent that the benefits are 
shifted forward to bank customers, we have understated the progressivity of these 
interest payments. 

Governments receive 24 per cent of the federal interest payments and over 
21 per cent of the interest paid by provincial and municipal governments. At the 
federal level, the chief owner of government securities is the Bank of Canada, 
although some is held in government trust funds. Some federal, provincial, and 
municipal securities are also held in provincial and municipal trust funds. We 
completely omit interest paid to government from our analysis. This is because we 
assume that if governments had not received the interest, the equivalent amount 
of revenue would have been raised from other sources. Thus, the benefits to families 
arising from the interest paid on government-held securities is already accounted 
for on the revenue side through a lighter tax burden. To add these benefits on 
the expenditure side would involve double counting. 

Foreigners receive benefits from interest payments in three ways. First, they 
directly own 4 per cent of the federal and 23 per cent of the combined municipal 
and provincial debt. Second, 34 per cent of the interest paid to non-financial 
corporations and chartered banks accrues to foreign investors. Third, 18 per cent 
of the interest received by insurance companies accrues to foreign policy-holders. 

The method of distributing interest payments among the categories of 


recipients is very involved but the results of our computations are shown in 
Table 4:4. 
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TABLE 4:4—Distribution of Interest Payments to Ontario Residents by Initial Recipient 


Chartered Total 
banks and distribution 
Savings - non-financial Insurance to Ontario 
Individual institutions corporations companies residents 


(millions of dollars) 


EGHOtAl eae. a oe a a es 142.6 2 


20 60.4 15.8 240.8 

Provincial. 62. Se. 6.5 3.6 3.0 4.5 17.6 

DTIC I DAIS. Hog ba ye aku! 4.5 2.4 Ue 4.5 12.9 
Other provincial and 

MIUTICIDALS. ouin ece > we al St 6.0 4.7 19.5 

159.3 Sial 70.9 29.5 290.8 


Source: This table is based on statistics provided in Bank of Canada Statistical Summary 
Supplement, 1962, pp. 60 and 100. The operations performed on these published 
data are described in Appendix B and in the above paragraphs. 


Expenditures on Agriculture 


Although a major federal outlay, only 1 per cent of the provincial expendi- 
tures is devoted to agriculture in Ontario, and the municipalities of the province 
do not directly aid this sector of the economy at all. The federal expenditures 
on agriculture are very diverse but can be grouped into four functional 
classes. One class is composed of administrative services, including con- 
servation work. The second class encompasses the agricultural research activities 
of the government. The largest expenditure component in this class is the opera- 
tion of experimental farm laboratories and research institutes. The total expendi- 
ture on these two classes is 20 per cent of federal expenditures on agriculture. 
The third class comprises expenditures on production and marketing services, which 
includes freight assistance on western feed grains, quality premiums on hog and 
lamb carcasses to encourage production of these animals, crop insurance, and lime 
assistance programs to improve soil. These expenditures equal 25 per cent of the 
total. Expenditures in the fourth and largest category are on the agricultural 
price support program and payments to western grain producers. This category 
accounts for 55 per cent of total agricultural expenditures. The Ontario expendi- 
tures on agriculture cover many different programs, including the maintenance of 
the various agricultural boards; experimental and research facilities located 
throughout the province, but primarily at Guelph; extension and inspection services. 

We assume that the first two classes of federal expenditures and the pro- 
vincial expenditures benefit all farm families equally. We reject the alternative 
that these benefits accrue to farmers in proportion to their incomes because many 
of the expenditures are general and yield indirect benefits to all farmers. In 
addition, the level of expenditure on these programs is not directly related to farm 
prices and farm income. We also reject the hypothesis that these expenditures 
are shifted forward to consumers, because the benefits are very widespread 
and do not. appear to have a direct effect on production costs. In addition some 
farm products are sold at support prices which are relatively fixed. 

- The federal expenditure on items included in the last two classes is allocated 
to farm families in proportion to their incomes. Many of these programs are 
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intended to increase farm incomes, and deficiency payments are essentially transfer 
payments. In addition most of the benefits that farmers receive from these 
expenditures are related to the amount produced. Since the farmers who produce 
large quantities are also likely to be those with high incomes, our method of 
distributing these benefits in proportion to farm income is likely to give adequate 
results. 


Social Welfare 


This category of expenditures is almost entirely composed of programs 
that involve making transfer payments to families. These expenditures differ 
from most others in that the intent of many social welfare programs is to alter 
the distribution of income. The unemployment payments, old age security pay- 
ments and government pensions are an attempt to redistribute income over time 
as well as at a given time. Family allowance payments and aid to the blind 
redistribute income only at a point in time. However, since our analysis is based 
only on 1961 we are concerned with the distribution of payments for that year. 

We assume that the benefits of these transfer payments are not shifted from 
the initial recipients. Thus, contrary to most expenditure programs, the impact 
of these expenditures on the income of families is both direct and exact. We still 
are faced, however, with the difficulty of ascertaining the proportion of these 
expenditures that are paid to the families in each income class. In some cases 
we have a distributive series for an expenditure item and in other cases, the 
items are grouped together in a series called other transfer payments. 

There are many different public welfare programs in this category. Table 4:5 
indicates the amount of each expenditure that accrues to the residents of Ontario. 


TABLE 4:5—Social Welfare Expenditures 


Ontario share 
Provincial Municipal of federal Total 


(millions of dollars) 


Oldeavebenehits: 2.2... fo ee 14.0 — 216.0 230.0 
Government pensions.................-- 16.7 2.9 33.4 53.0 
Banvilyatlowances: ces 4o5 2. el ore ne == 25 167.0 167.0 
Benefits tovlabour. aie. . ks. Eee 63.1 _ 219.6 282.7 
Veterans -benchitssc7 8.0 a ee es ne — —— 125.4 125.4 
Miscellaneous transfers................. 23.0 24.4 10.8 58.2 

116.8 21.3 7 l2en 916.3 


Source: This table is based on the statistics presented in the government documents des- 
cribed in Appendix A, and the operations performed on these data are described 
in Appendix B. 


Some of these expenditure items consist of two components. One com- 
ponent is the transfer payment made directly to families. The second com- 
ponent is a good or service provided the beneficiary, such as veterans’ hospitals 
and the national employment service. The second component is treated in the 
same manner as most other government expenditures. It is allocated to families on 
a cost-occasioned basis. Since some of the items listed in Table 4:5 are a com- 
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posite of several expenditures, and because the methods of distributing some of 
the benefits are very arbitrary, we briefly explain our treatment of each expenditure. 


Old age benefits include both the payments from the Old Age Security Fund 
and the payments made under the Old Age Assistance Program. The revenue 
for the Old Age Security Fund is obtained from the federal personal income, 
corporate income and sales taxes. In 1961 the proceeds from a 3 per cent tax 
on corporate income, 3 per cent tax on personal income up to a maximum 
of $90, and a 3 per cent sales tax were paid into the Old Age Security Fund. 
In 1961 monthly payments of $55.00 were paid from this Fund to all individuals 
over 70 years of age who had resided in Canada for at least ten years.12 The Old 
Age Assistance Program is for those few individuals who are not eligible for the 
Old Age Security Fund payments and this plan is a joint federal-provincial 
program. The old age benefits are distributed to the recipients of the transfer 


payments. 


Government pensions include payments by the three levels of government to 
retired employees. Since employee contributions are included in the analysis of 
government revenues, consistency demands we include the payments in the 
expenditure discussion. The percentage distribution used to allocate these pay- 
ments is derived from a distribution of government pensions and annuities for all 
Canada.!% This Canadian distribution was adjusted to take account of the higher 
income in Ontario by the same procedure as was used to derive the distribution 
of expenditures on higher education. 


Family allowances are payments made to families on behalf of every child 
under sixteen. These monthly payments are $6.00 for each child under 10 years 
and $8 for each child from 10 years to 15 years. Family allowances directly 
increase the income of families and thus these benefits are distributed to the 
families who receive them. 


Benefits to labour include two types of federal expenditure that benefit 
workers. One is the Unemployment Insurance Program that provides for payments 
to the unemployed. The second expenditure encompasses services to labour. 
The most important item in this category is the National Employment Service, 
which brings employers and prospective employees (primarily unemployed) 
together as well as administering the Unemployment Insurance Program. The 
unemployment benefits are distributed to the recipients of them. The cost of 
operating the National Employment Service and other services to labour are 
allocated to workers. We recognize that businesses also benefit from some of 
these expenditures, but the programs are generally oriented toward aiding labour. 
Since these services exist to aid all workers, the expenditure on services to labour 
is distributed to all families equally. There are also some provincial expenditures 
that benefit labour. These expenditures include workmen’s compensation pay- 
ments, aid to the unemployed, industrial vacations, mediation services, and 
inspections to ensure safe working conditions. 


Veterans’ benefits. As with the labour benefits, there is both a transfer pay- 
ment component and a service component in this category. The transfer component 
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includes war pensions for disabled veterans or payments to their dependants. 
Nearly all of the pension payments are for the veterans of the two world wars. 
World War I veterans receive approximately 35 per cent of the payments and 
World War II veterans the remainder. The service component includes medical 
and hospital care, life insurance for those who lost their insurability during service, 
and post-discharge benefits such as loans for homes, furniture and business work- 
ing capital and vocational, technical and university training. The war pensions 
and veterans’ allowances are distributed to the families who receive them. The 
service component provides a problem, however. These benefits accrue to 
veterans in nearly equal portions, and there are no available data that show the 
distribution of veterans among the various income classes. Thus we employ the 
following indirect method of distributing the cost of veterans’ services.** In this 
procedure we make two assumptions: (1) The veterans are in particular age 
groups, World War I over 65 and World War II 40-64; (2) the veterans are 
distributed among the income classes in the same manner as all individuals who 
are in the same age group. Then, using available data showing the percentage 
of individuals in these two age groups that are in each income class, the costs of 
veterans’ services can be allocated to the various income classes. 


Miscellaneous transfers. This group includes direct relief which is especially 
important at the municipal level, child welfare, mothers’ allowances, aid to the 
blind, disabled persons’ allowances and homemakers’ and nurses’ services. 
Expenditure on these items is distributed to the recipients of the transfer 


payments. 


General Expenditures 


There are general expenditure programs at all three levels of government, 
but they are the most significant at the federal level. Nearly 40 per cent of all 
federal expenditures are in this general category, whereas only 25 per cent of the 
provincial and 28 per cent of the municipal expenditures are classified as general. 
The major expenditure components placed in this category are defence and 
mutual aid, which includes contributions to the United Nations and aid to 
underdeveloped countries as well as defence expenditures; general government, 
which includes the cost of operating the legislative, judicial and executive branches 
of government; protection to persons and property, which encompasses all fire and 
police services; and some of the expenditure on natural resources. National 
defence is by far the largest item at the federal level, and protection to persons and 
property and general government are the dominant general expenditures for 
the provincial and municipal governments. 

As we mentioned previously, these expenditures are placed in a general 
category because there is no obvious basis on which to distribute the cost of the 
programs to families. As holds true for most services provided by the government, 
individuals do not need to indicate the value they place on these general expendi- 
tures in order to enjoy the benefits from them. For general expenditures, there is 
the additional difficulty that there is no empirical evidence or accepted theory 
relating the use of these expenditure programs to income. Thus, as opposed to 
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the treatment of the specific expenditures, there is no obvious way in which 
to allocate these general expenditures among the income classes in proportion to 
the cost of providing the service to the families in each class. 

Therefore, we are faced with making an arbitrary assumption as to the 
incidence of these general expenditures or to omit them from the analysis. Since 
they are such a large proportion of total government expenditure, we judge that 
it is better to distribute them on some “reasonable” basis than to omit them. 
This is because we are attempting to measure the total impact of government 
revenue expenditure programs on the distribution of income. Since, however, 
some may disagree with this point of view, we present many of our findings 
both including and excluding these general expenditures. 

There are several hypotheses regarding the incidence of these expenditures 
that could be adopted. We restrict our discussion, however, to what we judge are 
the four most reasonable hypotheses. One hypothesis is that the cost of providing 
these services is equal for all individuals. This implies that expenditures on, for 
example, national defence and justice are available in equal amounts for each 
individual. The second hypothesis is a slight modification of the first: that these 
general services are supplied to each family in equal amounts. One argument in 
support of this hypothesis is that some programs, such as fire protection and the 
postal service, tend to be used on a family rather than individual basis. A third 
hypothesis is that families benefit from these expenditures in proportion to their 
income. This assumes that high income families have more to lose than those with 
low incomes and thus benefit more from such items as protection to persons and 
property and national defence. On the other hand, it can be argued, however, that 
high income families benefit less than low income families because they can afford 
to hire their own protection. A second argument for this third hypothesis is that 
some public expenditures such as health inspection of restaurants may benefit 
families in proportion to their expenditures and consequently be related to their 
incomes. A fourth hypothesis is that families consume these public services in 
proportion to their investment income. The rationale behind this hypothesis is 
that firms benefit initially from expenditures on items like justice, fire protection 
and national defence. These benefits then accrue to families in proportion to their 
ownership of the firms. 

All of these hypotheses appear to have some validity, and no one of them is 
judged to be superior to the others. In presenting our data, we have two choices. 
One is to present four sets of results with each set based on one of the four 
hypotheses.!® The other choice is to average the results obtained from using the 
four hypotheses. The advantage of presenting results based on each hypothesis 
is that all general expenditures are treated in a consistent manner and the allocation 
procedure can be more easily defended on theoretical grounds. One disadvantage 
of this alternative is that not all of the general expenditures fit into any one 
category and further, that examples of expenditures that appear to fit into each 
category can be found. Thus, the averaging procedure may give estimates that 
are closer to the “true” distribution than those obtained by employing any one 
hypothesis. In addition, the number of computations is much smaller if only one 
hypothesis is used. Thus, we adopted the second alternative which involves dis- 
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tributing general expenditures utilizing all four hypotheses in one measure. Since 
we do not have any information with which to take a weighted average we 
arbitrarily distribute one-fourth of the expenditures among the income classes in 
proportion to the number of individuals in each class, one-fourth in proportion 
to the number of families, one-fourth in proportion to income (adjusted personal 
income) and one-fourth in proportion to dividend income. The four percentage 
distributions are presented, however, so that any combination of the four hypo- 
theses can be adopted.1® In allocating the general expenditures, we assume that 
non-residents receive benefits only through their ownership of firms. 


EMPIRICAL RESULTS OF EXPENDITURE ANALYSIS 


In presenting the results of our study regarding the incidence of govern- 
ment expenditures, we follow the same format that we used in describing the tax 
results. In addition to the qualifications given to the tax results, two points 
should be discussed here. One point involves using the concept of an average 
expenditure rate in each class. The amount of expenditure received by families in 
each class is likely to vary more than the amount of taxes paid. This is because 
families who are in a given class receive nearly the same amount of income and 
make expenditures of roughly the same magnitude. Thus each family pays approxi- 
mately the same amount of consumption taxes. The amount of income tax paid 
by families in each class varies more than do consumption taxes. However, the 
variation is not as great as for the government expenditures received because 
nearly every family pays some income tax and all families have some deductions 
and exemptions. Families in each income bracket do not, however, receive 
anything like the same amount of government expenditure. A family receives 
very little government interest unless it holds bonds or stock. No benefits are 
received from expenditures on family allowances and education unless there are 
children in the family. The amount of other transfer payments received by 
families in each bracket is also likely to fall with uneven incidence. A second point, 
which was mentioned previously, is that we do not take account of any benefits 
that may accrue to other than the direct recipients of such items as education, 
protection to persons and property, and health expenditures. Nor do we allow for 
the possibility that one family may benefit more from an expenditure than another 
even though the cost assigned to each is the same. Thus it may be that the 
distribution of actual benefits received from a particular government program is 
different from the distribution of the cost involved in providing the service. 

The results we obtain by distributing government expenditures among the 
seven income classes and the non-resident category are presented in Table 4:6. 
The bases for the distributions are the incidence assumptions discussed in the 
previous pages. As with taxes, the values given in the seven income classes merely 
form part of the basic data for Table 4:7, but the expenditure accruing to non- 
residents merits comment. According to our analysis, non-residents receive a much 
smaller proportion of provincial and municipal expenditures than of the Ontario 
revenue burden. Non-residents pay 27 per cent of the revenue received by the 
Ontario provincial and municipal governments but only receive 13 per cent of the 
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expenditures by these governments. The benefit exported to non-residents is less 
than the exported revenue burden, partly because of our assumption regarding 
the incidence of each revenue and expenditure program and partly because of 
the nature of many expenditure programs. With few exceptions, the direct 
recipients of expenditures on social welfare, health measures and education must 
be residents of Ontario. Since it is difficult to conceive of these benefits being 
shifted from the initial recipients, none of the expenditures accrue to non-residents. 
It is also very likely, however, that Ontario residents pay more than twice 
as much in taxes to foreign governments as they receive from the expenditures 
of these governments.17 

For the Province and its municipalities, it is only the interest, road, sanitation, 
and general expenditures that benefit non-residents. Non-residents receive inter- 
est by holding Ontario debt directly and through ownership of Canadian banks 
and corporations. They benefit from some of the expenditure on highways as 
tourists and as consumers of goods produced in Ontario. General expenditures add 
to the incomes of non-residents through their ownership of corporations operating 
in the province. 

The expenditures received by families in the various income classes are 
divided by the total income in each class to obtain the effective expenditure rates. 
These effective expenditure rates which indicate the proportion of total income 
that results from government expenditures are presented in Table 4:7. Similar 
to the treatment of revenues, we present the material given in Table 4:7 through 
the use of five graphs, numbered 4:1-5. 

In the first two graphs, we illustrate the benefit pattern that results from 
the expenditure of each level of government. All government expenditures are 
included in Graph 4:1, and all except the general expenditures are included in 
Graph 4:2. As is indicated in both graphs, the benefit pattern of expenditures is 
progressive at all levels of government. The omission of general expenditures from 
the analysis tends to reduce the progressivity of the expenditures over the first 
six income classes and increase the progressivity from the $7,000-$9,999 income 
class to the $10,000 and over class. The provincial expenditures are progressive 
throughout the income scale, and the expenditure rates range from 14.4 per cent in 
the lowest category to 5.1 per cent in the highest class. When we omit the general 
category, these percentages decrease to 12.5 per cent and 4.1 per cent respectively. 
The municipal expenditures are also progressive over the entire income scale. The 
effective rates for the lowest and the highest income classes are 10.5 per cent and 
4.4 per cent including all expenditures, and 6.7 per cent and 2.5 per cent respec- 
tively for all expenditures except the general category. The federal expenditures 
are progressive over all incomes when the general expenditure category is omitted 
but are progressive only up to the highest income class when all expenditures are 
included. When general expenditures are not included, the rates range from 43.5 
per cent to 8.2 per cent. When all expenditures are included, the rate for the 
lowest category is 57.2 per cent, for the $7,000-$9,999 category, 15.3 per cent, and 
19.9 per cent in the $10,000 and over category. The most progressive federal 
expenditure is public welfare. This progressivity is very pronounced in moving 
from the under $2,000 class to the next class, where the rate falls from 33.8 
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per cent to 13.5 per cent. The health and sanitation expenditures are also pro- 
gressive throughout the entire income range, but the pattern of the other expendi- 
tures is mixed. Although not shown on the graph, the other provincial and 
municipal expenditures are distributed in nearly the same pattern as the federal 
expenditures. 

Graph 4:3 illustrates the pattern of expenditure rates for the major pro- 
vincial items. The distribution of highway benefits presents a mixed picture that 
is progressive over some incomes and regressive for other income ranges. This 
mixed effect is due to the fact that the benefits received by the owners of private 
passenger vehicles are distributed regressively and the benefits initially accruing to 
commercial vehicle owners are distributed progressively. Interest payments are 
proportional to income, except for the $10,000 and over class where they form a 
higher percentage of income than for the other classes. Education expenditures 
form an inverted U-shaped distribution. The explanation for this distribution is 
that the number of children per family increases faster than family income in the 
first income classes but increases slower than income in the highest income cate- 
gories. The health and sanitation expenditures are progressive because we assume 
that many of the health programs benefit each family or each person equally, 
regardless of income. As is true for all levels of government, the pattern of public 
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welfare expenditures at the provincial level is very progressive. The general 
expenditures are progressive up to the highest income class when they become 
regressive. The portion distributed according to income is nearly proportional, 
the parts distributed by families and individuals are progressive, and the remain- 
ing portion, which is distributed by divided income, is regressive. 

In Graph 4:4, we show the benefit patterns of the major municipal expendi- 
tures. The items included in this graph are nearly the same as those discussed 
at the provincial level. The patterns of effective rates are also similar to those 
derived for provincial expenditures and do not merit special attention. 

In Graph 4:5, we group items by type of expenditure rather than by level 
of government. The expenditure categories selected are interest; education; public 
welfare; health and sanitation; highways, roads and bridges; and general expendi- 
tures. The distribution of interest payments is slightly U shaped. The downward- 
sloping portion of the curve reflects the pattern of liquid asset holdings. The 
upward-sloping portion results from the concentration of bank and corporation 
stock among the high income families. The pattern of benefits resulting from 
education expenditures is regressive over the first half of the income scale and 
progressive over the remaining income classes. This again reflects the fact that 
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the number of. school-age children rises faster than income up to incomes of 
$5,000 and then the ratio of school-age children to income falls over the rest 
of the income scale. Although the expenditures on both higher education and 
secondary and primary education are distributed in the shape of an inverted U, the 
variation in expenditure rates for higher education is much less than for the 
secondary and primary categories. Public welfare expenditures are the most 
progressive of all expenditures. The average expenditure rate is 39.4 per cent 
for a family in the lowest income bracket and 2.7 per cent for a family in the 
$10,000 and over class. Except for family allowance payments, which are 
distributed in a manner similar to education, all of the transfer payments are very 
progressive. Health and sanitation expenditures are progressive throughout the 
income scale and the pattern of effective rates has nearly the same shape as the 
provincial health expenditures. The total road and general expenditures are also 
distributed in the same way as the provincial expenditures. The pattern of road 
expenditures is mixed but is progressive over the last three income classes. The 
general expenditures are progressive up to the last income bracket when they 
become extremely regressive. 
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FOOTNOTES 


1There are numerous studies in which the incidence of taxation by income class has 

been estimated but there are fewer in which the distribution of expenditures has also 
been investigated. One reason expenditures have received less attention than revenues 
is that it is more difficult to allocate expenditures by income class, and consequently 
the results are less reliable than for revenues. 


2This method of distribution is equivalent to distributing costs on an average cost 
basis. It should be noted that this method is used to distribute costs because of lack 
of information on the benefits received by each family and, in addition, we are 
concerned with distributing the existing costs of government programs, not in deter- 
mining the optimal level of each program. Thus, the use of the cost-occasioned 
method here should not be viewed as an endorsement of the policy of charging 
individuals for government-produced goods and services on an average cost basis. 


3Financial Statistics of Municipal Governments, 1961; Financial Statistics of Provincial 
Governments, 1961; Financial Statistics of the Government of Canada, 1961. 


4The improvements portion of business and farm assessment. 


5The portion of road expenditure allocated to users is treated as a negative gasoline 
tax. Since the incidence of the gasoline tax is discussed at some length in the previous 
chapter, we do not repeat the analysis here. 


687th Congress, 1st Session, House Document No. 120, Final Report of the Highway 
Cost Allocation Study (Washington, D. C.: U.S. Government Printing Office, 1961). 


7This information was supplied by the Ontario Department of Transport. The user 
portion is the sum of the proportions allocated to the owners of passenger and com- 
mercial vehicles. 


SThe estimate of 28 per cent (the proportion of expenditures initially accruing to 
families that is enjoyed by foreigners) is based on materials supplied by the 
Ontario Department of Travel Research, and the 31 per cent (the proportion of the 
expenditures initially allocated to Canadian families that is enjoyed by Ontario 
families) is based on data collected by the Dominion Bureau of Statistics: Urban 
Family Expenditure 1959, Table 3. This study shows that an Ontario family spent 
a smaller proportion of its total expenditure on air, water and rail transportation 
than the average Canadian family. 


9Dominion Bureau of Statistics, University Student Expenditure and Income in Canada 
1956-57 (Ottawa: Queen’s Printer, 1959). 


10W. I. Gillespie, The Incidence of Taxes and Public Expenditures in the Canadian 
Economy, Draft Report for the Royal Commission on Taxation, p. 97. More specifi- 
cally, Mr. Gillespie’s assumption is that the ratio of families of students attending 
college to total families in each class was the same in 1961 as it was in 1957. 


11These percentages in this section of our study are taken from Bank of Canada 
Statistical Summary Supplement, 1962, pp. 60 and 100. There are no data regarding 
the distribution of the Ontario provincial and municipal debt by type of owner. Thus 
all the calculations on the Ontario debt are based on data for all Canadian provinces 
and municipalities. 


12The monthly payments were increased to $65 in February 1962. 


18Dominion Bureau of Statistics, Incomes, Liquid Assets and Indebtedness of Non-Farm 
Families in Canada, 1958 (Ottawa: Queen’s Printer, 1960). 


14This procedure was developed by Professor W. I. Gillespie in his study for the Royal 
Commission on Taxation. 


15This is the commonly accepted procedure. Musgrave and Daicoff in their Michigan 
study and Gillespie in his Canadian study adopted this procedure. 


16A]l percentage distributions are presented in Appendix B. The interested reader 
can redistribute the general expenditures according to the assumption of his choice, 
by multiplying the total general expenditures by the percentage distribution corres- 
ponding to the assumption that is adopted. 


17As mentioned in Chapter 1, the revenues and expenditures of foreign governments 
that accrue to Ontario residents are not included in our study. So the total revenue 
and expenditures imported into the province cannot be determined. However, the 
amount of revenue paid by Ontario residents to the other provinces and their muni- 
cipalities was slightly more than twice the expenditures received from these govern- 
ments. 


CHAPTER 5 


Net Fiscal Incidence 


|S THIS chapter we examine the total impact of government revenue and 
expenditure programs on the Ontario income distribution. To make this exam- 
ination, we utilize the results derived in the preceding two chapters. 

Before presenting the results of our investigation regarding the net fiscal 
incidence of government, we want to reiterate some of the general shortcomings 
of the analysis as well as discuss one difficulty that relates specifically to the 
measurement of net fiscal incidence. Although many of these problems are dis- 
cussed elsewhere in the study, we want to make certain that the reader is aware of 
the major statistical and theoretical problems. 

First, in terms of the scope of our analysis, we do not investigate the total 
impact of government on the distribution of income, but only the changes in 
income that are caused by the government expenditure and revenue programs. 
We neglect any changes in income that, for example, are directly due to govern- 
ment policy on combines, international trade, and the level of the minimum wage. 
We also exclude the taxes and expenditure programs of foreign governments from 
our analysis even though we do take account of the Canadian revenue and 
expenditures that are exported to foreigners. 

Second, both the basic data and our statistical techniques are unlikely to be 
entirely free from error. Much of the data used to allocate the revenues and 
expenditures are based on surveys. The basic surveys were taken for total Canada. 
In using the data that apply only to Ontario, the sampling and non-sampling 
errors inherent in the initial survey results are magnified. In addition, some of 
these survey results also are based only on the urban population, but in using the 
data we implicitly assume that the results apply to the rural population as well. 
A portion of the data on personal expenditure also is only available for 1959. 
In bringing the survey results forward to 1961, we implicitly assume that income 
is the only determinant of expenditure. In addition, we combine data from 
different sources and for both fiscal and calendar years. Last, we estimate some 
distributions, such as veterans’ services and education benefits, on the basis of age. 

Third, the revenue and expenditure incidence theory is not sufficiently 
developed that there is unanimous agreement on the incidence of each expendi- 
ture and revenue. There is a range from nearly unanimous agreement on the 
personal income tax to widespread disagreement between two points of view on 
the corporation income tax to virtually no agreement or controversy on the inci- 
dence of national defence expenditures. Since there is no conclusive empirical 
evidence for most of these incidence theories, many of which are based on the 
assumption that the economy is very competitive, we are forced to make an 
arbitrary assumption about the incidence of revenues and expenditures. How- 
ever, since there is no one “right” answer in many cases and because some 
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will no doubt disagree with at least a portion of our assumptions, we have pre- 
sented our results in a manner that allows an interested reader to implement 
other assumptions. The use of other incidence assumptions would not likely alter 
the revenue and expenditure patterns significantly. For example, the burden distri- 
bution of commodity taxes differs very little whether the assumption of forward 
shifting to consumers or backward shifting to factor incomes is employed. Except 
for the highest income class, the pattern of the corporation tax is similar for both 
the forward-shifting and zero-shifting assumptions. 

Fourth, there is a problem of defining the proper income against which to 
measure the impact of government fiscal activity. Although we judge that the post- 
government income concept (explained in Chapter 2) is superior to other income 
definitions, it is not free from criticism. When examined in the context of what 
families view as their income, this post-government concept is somewhat artificial. 
If some of the imputed elements and adjustments to income like investment income 
of life insurance companies, retained earnings and the unshifted portion of the 
corporation income tax were actually paid to families, the level and pattern of 
consumption would change. Consequently, both the total and the distribution of 
many taxes, like the sales and excise levies, would also change. The same is true 
of adjusting income for revenues and expenditures. If, for example, families viewed 
expenditures on education as additions to their income, they might possibly alter 
their expenditures. 

We recognize that some readers may prefer an alternative definition of income 
and we present the data with which to construct various income concepts in Table 
2:1. The use of different income concepts changes both the level and the distribu- 
tion of tax and expenditure rates, but the chief effect is to change the level rather 
than the distribution. All income concepts discussed previously in this study yield 
the same general conclusions on the progressivity and regressivity of the various 
taxes and expenditures. To the extent that the pattern of rates changes, however, 
all of the other income concepts tend to reduce the progressivity of the progressive 
taxes and the regressivity of the regressive taxes increase. The use of the other 
income definitions also results in generally higher rates with the rates in the lowest 
income bracket often exceeding 100 per cent. In comparing the results obtained 
by using each of the five definitions of income, the greatest difference between the 
tax and expenditure rates occurs when the pre-government and post-government 
concepts are employed. Since our emphasis is on the redistribution of income 
among classes rather than the level of the redistribution, our general findings are 
valid for all the five definitions of income. 

Fifth, as mentioned in the chapter on expenditures, the expenditure rates and 
consequently the net fiscal incidence rates should be accepted with caution. These 
rates are averages that are computed by dividing total expenditure and total expen- 
diture less taxes by the total income in each class. Although the amount of revenue 
paid by each family in a class is likely close to the computed average, the same 
does not hold for expenditures. The incidence of expenditures within a class is 
likely to be very uneven owing to the number, age and characteristics of family 
members. For example, a family that is headed by a disabled veteran and encom- 
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passes many school-age children and members who need a great amount of medical 
care no doubt receives more government expenditures than other families with the 
same income. 

Our results also only indicate the redistribution of income from families in one 
income class to families in another class. No reference is made to the redistribu- 
tion of income among families in the same class. The amount of this redistribution 
resulting from the fiscal activity of government is no doubt substantial. However, 
we do not have sufficient data with which to estimate this redistribution of income 
within classes. 

Sixth, our study is for the year 1961. Since that time there have been many 
changes in the government expenditure and revenue programs. There have been 
changes in tax rates, intergovernmental agreements and the amount of money 
allocated to each expenditure item. In addition, there have been new expenditure 
and revenue programs introduced since 1961. These changes have some impact 
on our results both in changing the over-all level of revenues and expenditures and 
in the distribution of revenues and expenditures among levels of government. 
However, we do not believe that these changes would significantly affect the 
patterns of effective expenditure and revenue rates that we developed in the 
preceding chapters. 

In addition to these shortcomings which are applicable to nearly all parts 
of our analysis, there is a particular problem that arises in measuring net fiscal 
incidence. This problem is the proper treatment of the deficit that occurs because 
the government expenditure allocated to Ontario families is greater than the 
revenue allocated to them. From the results presented in Tables 3:3 and 4:6 
it appears that Ontario residents gain approximately $480 million as a result of the 
fiscal activity of Canadian governments. At the federal level, the gain is nearly 
$170 million. The benefits of Ontario provincial expenditures exceed the burdens 
of the revenues by $150 million and the municipal expenditures are greater 
than the revenues by $320 million. Ontario residents do, however, pay nearly 
$160 million more to other provincial and municipal governments than they 
receive in benefits. 

_ The treatment of the deficit is difficult and complex for at least three reasons. 
First, the deficit gives the impression that the total level of income—and, implicitly, 
economic welfare—has increased as a result of government revenue and expendi- 
ture programs. Although government deficits may stimulate economic activity 
and increase the total level of income over time, the purpose of our analysis is 
only to measure the redistributive effects of government at a point of time. Thus, 
in examining the effects of government revenue and expenditure programs on the 
distribution of income, we implicitly assume that the total amount of income 
remains constant and the government merely re-allocates a portion of it among 
families. 

Second, the total deficit is the sum of two components. One component is 
the deficit that arises because government expenditures exceeded revenues at all 
three levels in 1961. The federal government ran a deficit that exceeded $850 
million, the Ontario provincial government spent nearly the same amount as it 
received, and the Ontario municipal governments had a deficit of approximately 
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$260 million.! One reason for the size of municipal deficit is that municipalities 
receive unconditional grants from higher levels of government. When these 
grants are spent, they are counted as municipal expenditures. The second com- 
ponent of the deficit is a consequence of exporting more of the revenue burden 
than of expenditure benefits to non-residents. After taking account of the revenues 
and expenditures of other provincial and municipal governments accruing to 
Ontario, non-residents paid approximately $50 million more than they received 
from the Ontario governments in 1961. If the provincial and municipal govern- 
ments had followed a balanced-budget policy, the difference between the amounts 
received and paid by non-residents would have been even larger. 

Third, the deficit presents a problem because it is not uniformly spread over 
all levels of government. As stated earlier, the deficit at the federal level is $170 
million, for the Province $150 million, and $320 million at the municipal level. 
Since the deficit is not proportionately the same at all levels of government, any 
treatment accorded it has a different impact on the net fiscal incidence of each 
government. For example, if we eliminated the effects of the deficit by reducing 
expenditures at each level of government to the revenue total, the municipal 
expenditures would be reduced proportionately more than the provincial and 
federal expenditures. 

Before explaining our treatment of the deficit, we examine the two deficit 
components in order to indicate their similarities and differences. As mentioned 
above, one part of the deficit can be explained by government spending more than 
it receives. This deficit complicates the analysis because it may affect the distri- 
bution as well as the level of income. Even if it can be assumed that the deficit 
does not affect the income distribution, there remains the problem of the 
increased level. This is because some assumption has to be made about the 
impact of the deficit on the price level. For example, it could be argued that 
the deficit increases the price level in the same proportion as it increases income. 
In this case the additional income arising from government fiscal activity is illusory 
rather than real. Thus, it would be misleading to indicate that the deficit increases 
the real income of families. Alternatively, the price level may remain unchanged if 
there is a deficit incurred. Even in this case, however, it could be argued that it 
is incorrect to indicate an increase in real income because a deficit is a liability 
that must be paid in the future. 

As stated previously, the second component of the deficit exists primarily 
because non-residents pay more in revenue to the Ontario governments than 
they receive in expenditures. This deficit differs from the first component in 
several ways. First, although it may be government policy to spend more than it 
receives in an effort to reach some desired goal such as full employment or a faster 
rate of economic growth, it is not likely that government attempts to create this 
second deficit. It appears to be only an incidental effect of government policy. 
Second, in the case of the first deficit component, residents receive more public 
services than they currently pay for but at the expense of creating additional 
public debt. For the second component, the difference between expenditures 
and revenues is covered by payments made by non-residents. Third, this deficit 
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would be much less and might even turn into a surplus if the foreign taxes and 
expenditures accruing to Ontario residents were taken into account. 

Although there are many differences between the two components, the 
economic effects of non-residents paying more than they receive are similar to 
those resulting from a deficit of a conventional nature. Under our incidence 
assumptions, non-residents pay taxes and receive expenditures, for the most part, 
either through ownership of Ontario businesses or through the consumption of 
goods produced in the province. If the revenues and expenditures associated with 
income were not borne by non-residents it is likely that they would receive an 
additional amount of income approximating the deficit. Although they would lose 
the expenditures distributed according to investment income, they would gain the 
taxes assumed to be levied on investment income. Thus, on net balance, they would 
gain if the deficit were removed. Non-resident consumers would also gain if 
the deficit were eliminated because they would pay lower prices. This means that 
the difference between revenues and expenditures accruing to non-residents is 
borne by them. Thus, the public services financed from this difference between 
the revenues and expenditures borne by non-residents has roughly the same effect 
on the economy as the services paid from the deficit caused by expenditures exceed- 
ing taxes.2 Just as for the first deficit component, it is impossible to determine 
how the benefits or burden of this deficit should be distributed among families. 
Thus, we treat this deficit component in the same manner as the first component. 
And, since we treat both deficit components in the same manner, we can refer 
to a single deficit in the remainder of our discussion. 

There are many assumptions that could be employed in treating the deficit, 
and in computing the net fiscal incidence of government. Four of the most 
plausible assumptions are as follows: 


(1) Assume that the deficit does increase the level of income and use the results 
of Tables 3:3 and 4:6 without adjusting them; 

(2) Assume that the price level increases in the same proportion as the deficit 
increases income and deflate the post-government incomes given in Table 
2:1 by this price index. This manipulation affects only the level but not the 

_ pattern of effective rates; 

(3) Assume that the deficit does not increase real income and adjust some or 
all of the expenditure rates downward to eliminate the deficit; 

(4) Assume that the deficit does not increase real income and adjust some or all 
of the revenue rates upward to eliminate the deficit. 


The best assumption to adopt depends on one’s judgment as to what would have 
occurred in the absence of a deficit. If it is judged that a deficit does not increase 
the level of income, there is the further question of which is the best alternative 
for removing the deficit. Although far from satisfied with our solution, we com- 
pute the incidence of government fiscal activity utilizing both number (1) and 
(4) above. 

We employ number (1) for several reasons. First, it does indicate the results 
of the investigation regarding the incidence of expenditures and revenues. Second, 
the economy was somewhat depressed in 1961, and it is unlikely that the deficit 
caused prices to change from what they would have been if government expendi- 
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tures and receipts had been equal. Third, there appears to be no treatment of the 
deficit that is obviously superior to this one. Any adjustment to the data that 
eliminates the effect of the deficit is arbitrary and may distort the pattern of 
incidence. 

We also employ two variations of alternative (4), which is to adjust the 
revenue rates upward so that the expenditures and hypothetical revenues are 
equal. Although we judge alternative (1) to be superior to any other for 1961, 
there are some years when a deficit would cause an increase in prices. We select 
alternative (4) over (2) because we are concerned with the relationship between 
expenditures and revenues rather than with indicating the level of real income. 
Alternative (4) is chosen over (3) because, to the extent that governments 
attempt to balance budgets, they will likely raise taxes to meet expenditures rather 
than vice versa. This still leaves several assumptions that could be used to adjust 
tax rates. For example, it could be assumed that rates are increased in proportion 
to income or that the total revenue comes from one type of tax or that all revenues 
are increased in the same proportion. We adopt the assumption that all revenues 
are raised in the same proportion because we judge that economic variables 
such as production, consumption and government expenditures, to name a few, 
would be less likely to change as a result of a proportional increase in all taxes 
than if the same amount of revenue is raised by increasing any one tax, and thus 
our assumption that government fiscal activity does not greatly change these 
variables will be harmed less. 


EMPIRICAL RESULTS OF NET FISCAL INCIDENCE INVESTIGATION 


Now that we have explained the statistical and theoretical shortcomings of 
our investigation, we proceed with the presentation of our findings. It is here that 
we answer the question: “What is the impact of government fiscal activity on the 
income distribution of Ontario families?” As we did for revenues and expenditures, 
we use the technique of average rates of income to illustrate our findings. These 
average rates are compiled by taking the ratio of the income that is gained or lost 
by families in each class due to expenditure and revenue programs, to total income 
in the class. Since revenue programs reduce income and expenditures add to it, 
we subtract revenues from expenditures in measuring net fiscal incidence. Thus, 
a positive rate of net fiscal incidence means that the effect of government fiscal 
activity is to increase family income in that income class and a negative rate 
indicates a reduction in income. As stated in the introductory section of this 
chapter, we label the pattern of rates as progressive if the rates are positive and 
decreasing or negative and moving away from zero, as income rises. Therefore, 
if the net fiscal incidence of government is progressive, this means that the 
combined effect of expenditure and revenue programs is to reduce the income 
differences among families. If the pattern of residual rates is regressive, the net 
effect of government is to increase income differences. 

As we stated in the discussion of the deficit, we present three sets of results, 
each based on a different assumption. The first set of results is computed on the 
assumption that both deficit components add to the income of families. Although 
we do accept this assumption as valid for 1961, we do not accept the conclusion 
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that deficits always add to the real income of families. These results are com- 
puted by subtracting the revenue rates presented in Table 3:4 from the expendi- 
ture rates given in Table 4:7. The second set of results are based on the 
assumption that the inclusion of a deficit distorts the true picture of government’s 
impact on the income distribution. Since expenditures exceed revenues by 
approximately 11 per cent, we assume that all revenue rates are raised by this 
percentage to eliminate the deficit. This operation assumes, of course, that produc- 
tion, incomes, private and public expenditures, and other economic variables on 
which the analysis is based do not change as a result of the increased revenue 
rates. The third set of results is a modification of the second set. In computing 
these rates, we assume that not only is there an over-all balance of revenues and 
expenditures, but that they are equal at each level of government. In implementing 
this assumption, we assume an increase of 19 per cent in provincial revenue 


TABLE 5:1—Net Fiscal Incidence of Government Revenue and Expenditure Programs, 1961 


Family money income class 


Under $2,000 $3,000 $4,000 $5,000 $7,000 $10,000 
$2,000 2,999 3,999 4,999 6,999 9,999 and over Average 


ALTERNATIVE I* (percentage of income) 


Provincial... or ary. 8.8 55 3.7 3.3 1.5 —2 -—3.7 1.3 
MIGIIGIDAL Lt. hed. Oe oi 25 3.5 4.0 4.6 3.5 2.4 i 2.8 
Provincial and municipal. 11.3 9.0 eas 7.9 5.0 2.2 —3.4 4.1 
Predera. fou. gue eee 0 18.6 6.6 1.9 —18 -—4.1 —8.0 1.5 
Other provincial and 
meme ee le ee ee 1.2 al 2 eee 
RORAN hine o wwed« bie ghey LOD 26.4 13.0 8.6 2.0 —3.1 —13.6 4.2 
ALTERNATIVE IIt 
OTe | a ane 8.2 4.8 2.9 25 6 —l1 —5.0 4 
MianICipal.:...s6.. ee: 1.4 2.9 3.4 3.9 3.0 1.8 —.3 22 
Provincial and municipal. 9.6 tee 6.3 6.4 3.6 Tog 5a 2.6 
cn 4 A eae Ga 42.6 16.9 4.6 —4 -—43 -—-65 —11.5 —.9 
Other provincial and 
PALNICHIAL. a cilcsie: cikis-o 10 Set Rigii— 148 sede 2 Sine 1 Si 4. fe Zor 
RaSANTY, ge te ate ets s 50.4 232 9.2 4.5 .-2.22 -—7.3 —19.4 0.0 
ALTERNATIVE IIIt 
RO INCIAL ne) Jiharoe Wa) Bho 4.6 2.6 2 2 —-15 —5.6 0.0 
PIGIMCINAL cooks ca we ea ee 6 9 1.6 8 —.1 —2.5 0.0 
Provincial and municipal. 5.0 © 5.2 3.5 3.7 10 —16 -—8.1 0.0 
Preceral ete oo ce lh 43.3 17.5 5.4 5§ -—-33 —5.5 10.1 0.0 
Other provincial and 
MMMCIPAal.. <6 iva wee td 0.0 —.1 —.1 —.] —.1 6 0.0 
107 Ep eames Ramee: 340 22.1 8.8 41 -—-24 -—7.2 -—17.6 0.0 


Source: Tables 3:4 and 4:7. 


*These rates are calculated on the assumption that the deficit between revenues and 
expenditures adds to the income of families. 

+These rates are calculated on the assumption that the deficit does not add to the 
income of families. All revenue rates are increased by the same proportion so that 
total revenue equals total expenditure. 

tThese rates are calculated on the assumption that the deficit does not add to the 
income of families. All revenue rates at each level of government are increased by 
the same proportion so that total revenue and expenditure are equal for each govern- 
ment. 
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rates, 65 per cent in municipal rates, and 7 per cent at the federal level, and a 
decrease of the other provincial and municipal levies. The assumption about other 
economic variables remaining unchanged is more tenuous for this set of statistics 
than for the previous results. This set of results does, however, indicate the 
pattern of net fiscal incidence that might occur if each level of government raised 
as much revenue as it spent. These three sets of results are presented in Table 5:1. 

We illustrate the results given in the table through the use of three graphs. 
Each graph corresponds to the results obtained by employing one of the three 
assumptions that are listed in the footnotes to Table 5:1. In all three graphs, the 
pattern of rates for each level of government is illustrated. 

In Graph 5:1, we present the results shown under Alternative I in Table 
5:1. This means that the revenue rates are not adjusted to eliminate the deficit. 
The pattern of rates for the provincial government is progressive throughout the 
entire income range. This is because the revenues are progressive and the 
expenditures are also distributed in a progressive manner. The provincial govern- 
ment accounts for nearly 9 per cent of the income received by families in the lowest 
income class, and removes an amount from families in the highest income class 
that is equal to 4 per cent of income. Since the provincial expenditures allocated 
to residents are greater than the revenues, there is an average gain in income to 
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families of more than 1 per cent of total income. The combined effect of muni- 
cipal revenues and expenditures is to yield a pattern of rates that has the shape of 
an inverted U. This means that the effect of the municipal government is to 
increase the differences in income up to the middle income class and to equalize 
incomes over the last classes. This distribution of rates reflects primarily the 
regressive nature of the property tax and the regressivity in the first income classes 
of the elementary and secondary education expenditures. The deficit at the 
municipal level is proportionately larger than at any other level. Thus, as a 
result of municipal revenue and expenditure programs, the average net gain to 
families is close to 3 per cent. Combining the municipal and provincial rates, 
we obtain a distributional pattern that is mildly progressive up to the middle 
income class and very progressive over the remainder of the income classes. ‘The 
range is from 11.3 per cent in the lowest class to —3.4 per cent in the highest 
category. The pattern of federal rates is more progressive than any other distribu- 
tion. The range is from 45.0 per cent to —8.0 per cent but the largest drop is from 
45.0 per cent in the first class to 18.6 per cent in the next category. This large 
drop between the first two classes reflects the pattern of social welfare expenditures. 
Although it is not shown on the graph, the other provincial and municipal pattern 
is nearly proportional but does indicate an inverted U-shaped distribution. The 
rates range from —1.5 per cent in the lowest bracket to —1.1 per cent in the second 
income class to —2.2 per cent in the $10,000 and over category. Thus, the total 
distribution of rates is progressive throughout the entire income scale. The range 
in rates is 54.8 per cent in the lowest category to —13.6 per cent in the highest 
class. Since there is a combined deficit of approximately $480 million, over 4 per 
cent of the income received by families is due to the fiscal activity of governments. 

Graph 5:2 illustrates the pattern of rates derived from employing the 
second assumption given in Table 5:1. To eliminate the deficit, we increased all 
of the revenue rates by 11 per cent. The effect of this manipulation is simply to 
shift all of the revenue patterns upward by a uniform percentage, and the net 
fiscal incidence rate patterns downward. Thus, the shape of the graphs, and con- 
sequently the relationship among the income classes is the same in Graph 5:2 
as in Graph 5:1. The only effect of removing the deficit is to remove the net 
average gain to families resulting from government revenue and expenditure 
programs. The combined gain from provincial and municipal fiscal activity drops 
from 4.1 per cent to 2.6 per cent, at the federal level the gain of 1.5 per cent 
becomes a loss of nearly 1 per cent. 

In Graph 5:3 we employ the third alternative, which is a modification of the 
second. We not only eliminate the over-all deficit but eliminate it at each level of 
government. Since the deficit is proportionately larger at the provincial and 
municipal levels than at the federal level, the revenue rates of the lower-tier 
governments are increased by a larger proportion than the federal rates. The 
provincial and municipal revenues are less progressive than the federal revenues, 
so these calculations make the total revenue burden less progressive than using 
alternatives I and II. Consequently, the pattern of net fiscal incidence is less 
progressive if the third alternative is used rather than if either alternative I or 
II is employed. As compared to Graph 5:2, the municipal and provincial 
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patterns are shifted downward and the federal pattern is moved upward. The 
combined effect of these changes is to make the rate pattern for all government 
revenue and expenditure programs less progressive. From Graph 5:2 to Graph 
5:3 the total rate for the under $2,000 category drops from 50.4 per cent to 48.2 
per cent, and the rate for the highest category changes from —19.4 per cent to 
—17.6 per cent. 


FOOTNOTES 


1These statistics relate to Tables 3:3 and 4:6 and do not agree completely with deficits 
reported in some government publications. 


2The impact of the two deficits may not be exactly the same because there may be 
some contractionary effect that results from the creation of additional debt. 


CHAPTER 6 


Summary and Conclusions 


ee achievement of an equitable distribution of income is one of the 
generally accepted economic goals of government. Although many economic 
programs are aimed at achieving other goals, such as price stability and a more 
efficient utilization of economic resources, these programs do affect the distribution 
of income. In this study, we have examined the redistributive effects of some of 
these economic programs: the revenue and expenditure programs. More speci- 
fically we have attempted to estimate the impact of government fiscal activity on 
the Ontario distribution of income. The device used to measure this impact is a 
schedule of effective rates of income. These rates were computed by dividing the 
amount of government expenditure minus revenue deemed to accrue to families 
in each income class by the total income in that class. The schedule of effective 
rates was estimated in five steps. These five steps correspond to the previous 
five chapters. 

In the first chapter, we set forth the scope and limitations of our investi- 
gation. There are three points discussed at length in Chapter 1 that are worth 
repeating here. The first point is that our investigation is conducted for the 1961 
fiscal year because this is the latest year for which sufficient data are available. 
The second point is that only the expenditures and revenues of the federal, 
provincial and municipal governments are included in the analysis. Even though 
Ontario residents both paid the taxes and received the expenditures of foreign 
governments, the fiscal activity of these governments is neglected. The third point 
is that Ontario residents are grouped in two ways. They are grouped by families 
and unattached individuals because much of the basic data are available only 
on this basis. They are classified by income because we want to measure how 
families with different incomes are affected by the government expenditure and 
revenue programs. 

The second chapter was devoted to estimating the income received by the 
families in each income class. Five definitions of income were explained. The first 
is family money income, which is the total amount of income received by a family 
before personal income taxes are paid. The second is personal income, which is 
family money income plus some non-money items such as the value of owner- 
occupied housing. The third income concept discussed is adjusted personal income, 
which is personal income plus some items such as retained earnings and the 
unshifted portion of the corporation income tax. The rationale behind these 
adjustments is that if taxes on income, such as the corporation tax, are allocated 
to families, the income on which these taxes is based should also be allocated to 
the recipients. The fourth income concept is pre-government income, which 
is adjusted personal income less government transfer payments. This definition 
of income is an estimate of what the distribution in total of income would be in 
the absence of government. The fifth definition of income is post-government 
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income, which is obtained by adding government expenditures and subtracting 
government revenues from pre-government income. This income concept is a 
measure of the total income received by families. Although it is somewhat artificial 
in terms of what families usually construe to be their income, we adopted the 
post-government income concept because it is the best of the five on both con- 
sistency and theoretical grounds. 

The third chapter was devoted to government revenues. We first estimated 
the portion of each revenue that is paid by families not residing in Ontario. Non- 
residents bear the burden of these revenue programs chiefly through the purchase 
of commodities produced in the province and through the ownership of firms 
located in Ontario. The remaining portion was allocated to Ontario families by 
income class. Both of these operations were based on 1961 statistics and what we 
judged to be the best theoretical hypothesis regarding the incidence of each revenue. 
The revenue allocated to each class was then divided by the income in the class 
to derive the effective revenue rates. 

Although the proportion of the Ontario provincial and municipal revenues 
borne by non-residents equals 27 per cent, there is a range from 65 per cent for 
the corporation tax to zero for hospital premiums and personal income tax. As 
shown by Table 3:4 and Graph 3:1, the revenue programs of the federal govern- 
ment equalize incomes much more than those of the provincial and municipal 
governments. Owing primarily to the personal income tax and the corporation 
income tax at high incomes, the federal revenue burden is very progressive. The 
provincial revenues are mildly progressive. The income taxes are again progres- 
sive but are counterbalanced to some extent by hospital premiums at low incomes 
and the consumption-based taxes at the higher income levels. The municipal 
burden is regressive, especially at the lower income levels. This is due primarily 
to the property tax. Thus, the over-all effect of government revenue programs 
is nearly proportional until the post-government income level of $9,000 is reached. 

In the fourth chapter, we estimated the impact of government expenditures 
on income. The procedure used to estimate the effective expenditure rates is the 
same as that used in deriving the tax rates. The proportion of provincial and 
municipal expenditures that is allocated to non-residents is 13 per cent and the 
percentage varies from over 70 per cent for interest expenditures to zero for many 
expenditures, including education and hospital care. Expenditures at all govern- 
ment levels are income-equalizing, but it is the federal expenditures that have the 
strongest effect. Within the federal sector, it is social welfare and, to a lesser extent, 
health expenditures that are dominant in redistributing income. All of the 
provincial and municipal expenditures, except interest payments, are progressive at 
incomes above $7,000 but education expenditures are regressive up to nearly 
$6,000. The regressive nature of the education expenditures at the lower part 
of the income range is explained by the high rate at which the number of children 
per family increase as we move up the income scale. For all government expendi- 
tures taken together, every expenditure category, except interest, equalizes incomes. 
Social welfare expenditures are very progressive at low incomes. These expendi- 
tures account for over 39 per cent of total income for the lowest income group 
and less than 8 per cent of income at the $4,300 level. 
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In the fifth chapter, we brought revenue and expenditure results together. 
To analyse the total impact of government fiscal activity, we computed rates of net 
fiscal incidence by subtracting the revenue rates from the expenditure rates. Since 
government expenditures exceeded revenues in 1961, and because a larger pro- 
portion of revenues than expenditures were exported to non-residents, the average 
expenditure rate from Table 4:7 exceeds the average revenue rate from Table 3:4. 
Since it is questionable whether a deficit does increase the income of families, we 
calculated three sets of net fiscal incidence rates. The first set of rates assumed 
that the deficit did increase incomes in 1961, the second set of results are based 
on the assumption that all revenue rates were increased by the 11 per cent needed 
to close the deficit. For the third set, we assumed that the rates at each level of 
government were raised sufficiently to bring revenues and expenditures into equal- 
ity. To accomplish this, federal rates were increased 7 per cent, provincial rates 19 
per cent, and municipal rates 65 per cent. The results obtained by employing each 
of these assumptions indicate that the net effect of government is to equalize 
incomes, but this effect is less evident with the third set than with the other two. 
Since both expenditures and revenues tend to equalize incomes at the federal level, 
the combined effect is large, ranging from over 40 per cent for the lowest incomes 
to —8 per cent for the highest. To a lesser extent, provincial revenues and 
expenditures equalize incomes with the rates ranging from 9 per cent to —4 per 
cent. The schedule of rates resulting from the municipal fiscal activity is nearly 
proportional. The total effect of government is to reduce income differentials. 
The revenue and expenditure programs of government account for over 50 per 
cent of the income received by families in the lowest income class and govern- 
ment takes away an amount equal to 14 per cent of the income of families receiv- 
ing $18,000 of income. 

Now that we have examined the impact of government revenue and expendi- 
ture programs on the distribution of family income, there are several conclusions 
that can be drawn from our analysis. First, government fiscal activity has a 
significant impact on the distribution of family income in Ontario. The sum of the 
income changes in the seven income classes is nearly $1.3 billion or approximately 
one-tenth of the personal income received by Ontario families. Not only does 
government fiscal activity result in the redistribution of a large amount of 
income, but the pattern of redistribution is such that income inequalities are 
reduced. The families in the first five income classes gain and those in the two 
highest classes lose as a result of revenue and expenditure programs. 

Second, with the exception of incomes in the highest class, expenditure is a 
much more powerful weapon in equalizing income than revenue. Expenditures 
form a declining proportion of income as income increases, except as between 
the two highest income classes. In addition, the range of effective rates is from 
83 per cent in the lowest income class to 31 per cent in the highest class. Revenue 
rates are approximately proportional over the first six income classes and only 
range from a low of 22 per cent in the second class to 45 per cent in the highest 
class. Nearly all items within the expenditure category equalize incomes, but 
the most important expenditure in this regard is public welfare. One expendi- 
ture that does not fit this pattern, however, is education. Education expenditures 
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tend to increase income differences up to incomes of approximately $6,000 and 
equalize incomes above that level. On the revenue side, most of the items show a 
mixed pattern that has both progressive and regressive elements in it. One excep- 
tion is the personal income tax, which is progressive throughout the entire income 
scale. Thus, if the government wishes to further reduce income inequalities, 
expenditures are generally more effective than revenues, and the most effective 
use of specific items is to increase both the public welfare expenditures and the 
personal income tax. 

Third, because of the magnitude of the programs and the mix of expenditures 
and revenues, the federal government redistributes much more income than all of 
the provincial and municipal governments. Therefore, under current fiscal arrange- 
ments, the capacity and responsibility for any substantial changes in the distribu- 
tion of income rests with the federal government. 

Fourth, over the income range that encompasses most Ontario families, the 
majority of provincial levies are proportional. The exceptions are the hospital 
premiums and the personal income tax. Thus, the provincial revenue system can 
be changed to further reduce income inequalities by reducing or eliminating the 
flat-rate hospital premiums and obtaining the loss in revenue through increasing the 
personal income tax. The provincial system could also be made more income- 
equalizing if the proportions of the personal income, corporation income and 
estate taxes returned to the provinces were increased. If the federal government 
returned a greater share of the personal income tax receipts and the provinces took 
over a larger proportion of the public welfare programs, the ability of the 
provinces to redistribute income would be greatly increased. 

Fifth, because the property tax is regressive and because it forms over 80 
per cent of total municipal revenue, exclusive of grants, the total revenue burden 
at the municipal level is regressive. Although the municipal expenditures tend 
to reduce income inequalities, the impact of the property tax is so great that muni- 
cipal fiscal activity tends to increase income differences over the first four income 
classes. Given the limited number of revenue sources that can be successfully 
utilized by municipal governments, it appears that the net effect of municipal 
fiscal activity can be made income-equalizing over the entire income range only 
by increasing provincial and federal grants or by the sharing of progressive taxes. 
This means that the reduction of the responsibilities and expenditures of the muni- 
cipal governments certainly would not make the municipal fiscal activity income- 
equalizing, although it may increase the equalizing effect of the combined fiscal 
activity of provincial and municipal governments. 

Last, the proportion of provincial and municipal revenues and expenditures 
exported to non-residents is substantial: 27 per cent of the revenues and 13 per 
cent of the expenditures. These percentages vary greatly from one item to another. 
On the revenue side the percentage varies from 63 per cent for the provincial 
corporation income tax to zero for many items including the personal income tax 
and insurance premiums. For expenditures, the percentage varies from 68 per 
cent for interest to zero for most items including public welfare, education and 
health. 
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In conducting this study, we have utilized a large amount of statistical informa- 
tion. The basic data have been obtained from several sources and many of them 
have been subjected to operations in order to put them in a form convenient for 
our analysis. A description of the data and techniques employed in our analysis 
is undertaken in these two appendixes. Appendix B is devoted to a line-by-line 
description of how each of the tables in the study was derived. In this appendix we 
focus on the sources of the data and on the technique that was used to bring 
statistics for 1958 and 1959 forward to 1961. 

There are some general shortcomings in the statistics that should be discussed 
before examining each data source. First, statistics for some specific items, such as 
the distribution of gasoline tax payments by income class, are not available and 
data that approximate the desired distribution must be used. Second, some of 
the statistics, and particularly the survey data underlying the percentage distribu- 
tions, are only published on a national basis. For many of these we were able to 
obtain unpublished data for Ontario because the departments that collected the 
information could supply the statistics on a provincial basis. However, the pro- 
vincial statistics are less reliable than those pertaining to all of Canada because 
the sampling error increases as the size of the sample is reduced. In addition, the 
sample was generally chosen to be representative of all of Canada and not 
necessarily of each province. In those situations where we had to utilize statistics 
based on all of Canada because data for Ontario could not be obtained, we have 
implicitly assumed that the populations of Ontario and Canada are identical in 
terms of the item described by the statistics. Third, the definitions, samples and 
time periods vary among the many sources of data which were combined in our 
analysis. For example, some of the data are on a calendar year basis and some are 
based on a fiscal year; some of the statistics are taken from a sample of the urban 
population and others are based on a non-farm population. These shortcomings 
in the basic statistics introduce some error into our results, but the direction and 
the magnitude of the error are unknown. 

Nearly all of the information on the government revenues and expenditures 
for 1961 were taken from: (1) Financial Statistics of Provincial Governments 
1961, (2) Financial Statistics of Municipal Governments 1961, and (3) Financial 
Statistics of the Government of Canada 1961.4 

The provincial statistics were based primarily on Tables 3 and 4 of the 
Financial Statistics of Provincial Governments. The income from the tax rental 
agreements was considered revenue from the personal income tax. The actual sales 
tax receipts for Ontario were multiplied by 12/7 to obtain an estimate of the 
revenue that would have been received if the tax had been in effect for the 
entire year. In addition social insurance contributions were included in our analysis 
but not in the government documents. On the expenditure side additions to the 
published figures were made for workmen’s compensation payments, industrial 
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vacations, and government pensions. A subtraction was made for unconditional 
municipal grants. 

The municipal statistics were based on Tables 9 and 10 of F inancial Statistics 
of Municipal Governments. The differences between the items in these tables and 
the amounts included in our analysis are as follows: on the revenue side, the 
property tax receipts used in our analysis included $2 million of property tax 
revenue obtained by the Province. We also included the pension contributions by 
municipal employees. We excluded the grants in lieu of property taxes from the 
provincial and federal governments to the municipalities; on the expenditure side, 
we included the government pensions. 

The federal statistics were based on Tables 1 and 2 of the Financial Statistics 
of the Government of Canada. These statistics were altered for our analysis to 
include social insurance contributions and government pensions and to exclude 
intergovernmental transfers. In addition, for some items such as the Post Office 
we included the government deficit. 

One problem of consistency in the government statistics should be pointed 
out. The federal and provincial statistics are on a fiscal year basis ending March 
31, 1962, and the municipal statistics are on a calendar year basis. 

As stated in the text, most of our information pertaining to consumption and 
the distribution of consumer purchases by income class was obtained from the 
statistics collected in the 1959 Urban Expenditure Survey.? This survey was 
limited to urban centres with a population of 15,000 and over, but there were 
no limitations on income or family size. The survey results showed the average 
expenditure per family (weighted average of families and unattached individuals) 
in each income class. These average consumption figures were multiplied by the 
number of families and unattached individuals in each class to obtain a distribution 
of total consumption by income class. The percentage distribution was then com- 
puted for the purpose of allocating government revenues and expenditures associ- 
ated with consumer expenditures to the various income classes. The percentage 
distributions used in the study are presented in Table B1, Appendix B. These 
data were not, of course, ideal for our purposes. The sample size in some of the 
income classes (for Ontario) was very small and the sample was limited to 
families in urban centres of 15,000 and over. The expenditure patterns of these 
families may have been vastly different from the expenditure patterns of families 
who lived in cities and towns of under 15,000 population and in rural areas. 
However, even though these statistics were not perfect from our standpoint, there 
was no alternative source of data that we judged to be superior to the urban 
family expenditure survey. Although the 1958 Farm Family Expenditure Survey® 
provided some information on the expenditure patterns of farm families, we 
rejected the alternative of combining the urban and farm data. We rejected this 
alternative because we could not obtain data for Ontario at the time we conducted 
the study and there appeared to be no obvious method of adjusting the data for 
all of Canada to describe Ontario. In addition, it appeared that the results of the 
farm survey were less reliable than those obtained from the urban survey. 

Most of the percentage distributions that were used to allocate the com- 
ponents of family money income among the seven income classes were derived 
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from data collected for the 1961 Survey of Consumer Finances.*’ In addition 
many of the distributions used to allocate items of personal saving and wealth, 
such as liquid assets, residential property and insurance premiums, were obtained 
from data collected for the 1958 Survey of Consumer Finances.’ These surveys 
included only non-farm families and unattached individuals. They excluded families 
and individuals whose major source of income was military pay and allowances 
or farm income. In terms of income sources the surveys were restricted to money 
income. They excluded imputed items such as imputed rent and interest. The 
amount of income by source received by families and individuals in each income 
class was presented in the survey results. From these data a percentage distribu- 
tion for each source of income was obtained. The same procedure was used to 
obtain percentage distributions for items in the savings and wealth category. 
These data were judged to be superior to those obtained from the Urban Family 
Expenditure Survey because they were based on a larger sample and on a larger 
proportion of the total population. However, the Survey of Consumer Finances 
does exclude farm and military families. Even though the survey data suffer (for 
our purposes) from this omission, we did not combine these statistics with those on 
farm and military families. This is because the number of families in these two 
categories was less than 10 per cent of the total in the province and because 
the distribution of farm families appeared to be unreliable. 

We did combine the data from the Survey of Consumer Finances with the 
Urban Family Expenditure data in some cases. Although this introduced some 
error because of the differences in the definition of a family and because the 
samples were taken from different parts of the population, we judged that the error 
was more than compensated for, because we obtained a more reliable estimate 
of the distribution of families by income class to use with the expenditure data. 

The statistics for the family money items and most of the imputed items were 
obtained from the National Accounts.6 These published statistics were supple- 
mented to some extent by unpublished data supplied by the National Accounts 
Division of D.B.S. 

The data used to compute the percentage distributions for dividends and 
rental income were obtained from the Ontario Department of Treasury. These 
statistics pertain to Ontario and were part of the data collected by the Department 
of National Revenue for Taxation Statistics.’ Two limitations of these data should 
be noted. First, statistics for the 1962 taxation year were used because we could 
not obtain the distribution series for Ontario for 1961. Second, families that were 
in a given income class in terms of the expenditure and income surveys may not 
have been in the same class in the taxation statistics. This is partly because the 
definition of income is different in the two sources and partly because the survey 
data are on a family basis whereas the taxation statistics are based on tax returns. 
The definition of income in the survey data is broader than in the tax data because 
it includes transfer payments and other forms of non-taxable income and it does 
not allow for any deductions and exemptions. In addition, the survey data may 
include the earnings of two or more members in a family. In the taxation statis- 
tics, family members would be considered as separate individuals if each filed a 
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tax return. These differences have the effect of placing a greater proportion of 
families in the lower income classes if taxation data are used instead of survey 
data. Thus, if we assume that the survey data place families correctly we have 
understated the proportion of dividends and rental income that were received by 
high income families. 

Information on tourist expenditures was supplied by the Ontario Department 
of Travel Research. In many cases, the data we required were not available in 
any published form and the Department of Travel Research made some rough 
estimates for us. In making these estimates the following were used: (1) a study 
entitled Visitors 63 published by the Government of the Province of British 
Columbia, (2) Various D.B.S. publications, (3) a report on tourist promotion 
and foreign tourist expenditures in Ontario, (4) other studies and statistics that 
were available within the department. 

Data on municipal assessment were obtained from the Ontario Department 
of Municipal Affairs. The residential, business and farm assessment data for land 
and improvements were obtained by summing the values given on the “Clerk’s 
Return” for each municipality. 

The information used to distribute the benefits of road expenditures and 
burdens of motor vehicle revenues between users and non-users and among the 
different classes of users was obtained from the Ontario Department of Transport. 

The reply of Minister Gordon to the question by Mr. Balcer, regarding the 
distribution of federal revenues and expenditures by province® provided informa- 
tion with which to allocate some of the federal revenues to Ontario. Unfortunately, 
this information was not detailed enough to use for very many of the revenue and 
expenditure items. 

The results of the Urban Family Expenditure Survey are for 1959 and the 
information provided by the Survey of Consumer Finances on wealth and savings 
is for 1958. We employed a common procedure for both of these sets of data 
to bring them forward to 1961. In this procedure, which was suggested by 
Professor Gillespie, we assumed that the relationship between the item under 
consideration and income does not change over time. For simplicity, we will 
describe the procedure for extrapolating the expenditures. The estimate of the 
average expenditure in each class was multiplied by the weighted number of families 
and unattached individuals in that class. The total expenditure in each class 
was then divided by the amount of family money income allocated to the class 
for 1959, to obtain the percentage of income devoted to the expenditure. Next, 
the percentage for each class was then multiplied by the amount of family money 
income allocated to the class in 1961 to obtain a hypothetical distribution of 
expenditures for 1961. The percentage distribution for 1961 was then obtained 
by dividing the expenditure allocated to each class in the previous step by the total 
expenditure for all classes. 
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FOOTNOTES 


1All three of these publications were written by Dominion Bureau of Statistics and 
printed by The Queen’s Printer in Ottawa in 1964. 


2Dominion Bureau of Statistics, Urban Family Expenditure 1959 (Ottawa: Queen’s 
Printer, 1963). 


3Ibid., 1958 Farm Survey Report, No. 1, Expenditures, Receipts and Farm Capital 
(Ottawa: Queen’s Printer, 1962), p. 8. 


4Ibid., Distribution of Non-Farm Incomes In Canada By Size, 1961 (Ottawa: Queen’s 
Printer, 1964). 


5Ibid., Incomes, Liquid Assets and Indebtedness of Non-Farm Families in Canada, 
1 958 (Ottawa: Queen’s Printer, 1960). 
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8Reply of the Minister of Finance to Question No. 741 by Mr. Balcer, made order 
iO. return Wednesday, July 22, 1964, House of Commons Debates, Vol. 6, 1964, p. 
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APPENDIX B 


This appendix describes how each line in each of the tables was computed. 
This information will allow the interested reader to retrace our steps and any reader 
who disagrees with our definitions and assumptions and/or our methods of 
implementing these definitions and assumptions to reconstruct the tables in the 
study according to his preferences. 

The results of distributing incomes, revenues and expenditures are given in 
Tables 2:1, 3:3 and 4:6, but the percentage distributions utilized in these opera- 
tions are not presented there. Thus, to facilitate the description of the tables 
in the text, we have constructed the following table which includes all of the 
percentage distributions used in the study. 

Since the tables are to be described line by line, there will be numerous 
references to each of the government documents discussed in Appendix A. In order 
to avoid repeating the full name of the source each time, we use the following 
abbreviations: 


1. Survey of Consumer Finances — Can: 
2. Urban Expenditure Survey — UES; 
3. Financial Statistics of Provincial Governments a F.S.P.G. 
4. Financial Statistics of Municipal Governments — F.S.M.G. 
5. Financial Statistics of the Government of Canada = — ES.GeC- 
6. National Accounts — N.A. 
7. Taxation Statistics — BS: 
8. Ontario Department of Transport -= @.Dsix* 
9. Ontario Department of Travel Research — OD ale 
10. Ontario Department of Municipal Affairs SES POND We 
11. Minister Gordon’s Answer to Mr. Balcer’s Question — G.A.B. 
TABLE Bl. 


Lines 1, 3-10: These distributions are obtained directly for Ontario from S.C.F. 
1961. “Investment income”, line 3, includes bond interest, dividends, bank 
interest, mortgage interest, net rental income and other investment income. 
“Other transfer payments”, line 7, includes veterans’ pensions, unemployment 
benefits, workmen’s compensation, direct relief and miscellaneous transfer 
payments. 

Line 2: This distribution is based on information given in The Canadian Tax 
Foundation, National Finances 1961-62, p. 97, which gives the employee and 
employer contribution by income level. The following procedure for estimat- 
ing the distribution was suggested by Professor Gillespie. Since no contribution 
is made on incomes above $5,460, we computed the contribution rate as a 
percentage of the annual wage for the relevant income brackets. We then 
multiplied these rates by the distribution of wage and salary income. 


“The reference is to unpublished data unless otherwise noted. 
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Lines 11-12: These distributions on farm operators and farm income were obtained 
from Professor Gillespie, who estimated them from data provided by D.B.S., 
Farm Income and Expenditure Survey, 1958 (Schedule A), Table AFR-11. 
These series were constructed for all Canada and they were not adjusted to 
make them directly applicable to Ontario because of the absence of any 
information on how to adjust them. 


Line 13: The distribution for “military pay and allowances” was obtained directly 
for Ontario from the Department of Defence. The data were for 1963 but we 
assumed that they accurately described the distribution in 1961. 


Lines 14 and 20: These distributions were obtained directly for Ontario from the 
Ontario Treasury Department and were taken from T.S. for the taxable year 
1962. The 1962 taxable year was used because no data were available for 
1961. 


Lines 15-17: These distributions were obtained directly for Ontario from S.C.F. 
1958. The procedure described in Appendix A was used to bring these distri- 
butions forward to 1961. As mentioned previously, this adjustment procedure 
assumes that the relationship between income and various assets held does not 
change over the time period involved. 


Lines 18-19: The distributions for “individual income tax” payments and “rent 
payments” were obtained directly for Ontario from U.E.S. 1959. The pro- 
cedure described in Appendix A for bringing these distributions forward to 
1961 was utilized. 


Line 21: The distribution for “factor incomes” was obtained by summing in each 
income class the retained earnings, farm income, wages and salaries, military 
payments, unincorporated business income, investment income and miscellane- 
ous factor income and then dividing the income in each class by the total 
factor income. 


Line 22: The distribution for “hospital insurance premiums” was computed from 
the family and unattached individual components of line 9. Since families pay 
double the rate of single individuals, the number of families in each class was 
multiplied by 2 and added to the number of single individuals in the class. 
The total in each class was then divided by the sum of the totals of all seven 
classes. : 


Lines 23-24: The distributions were obtained directly for Ontario from U.E.S. 
1959. These distributions were then brought forward to 1961, as for lines 
18-19. The distribution of automobile operating expenditures includes chiefly 
expenditures on gasoline and oil but also repairs and insurance. 


Line 25: The distribution for “non-farm children under 16 years” was obtained 
directly for Ontario from S.C.F. 1958 and brought forward to 1961. 


Line 26: The distribution of university students for all of Canada was obtained 
from Professor Gillespie and was adjusted to describe Ontario using the pro- 
cedure discussed in Chapter 4. 
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Line 27: The distribution “Hospital care benefits” is a hypothetical distribution 
based on the assumption that each individual in the province is likely to receive 
the same amount of hospital care. The series was computed by summing the 
number of children under 16 and the number of single individuals and twice 
the number of families in each income class and then dividing the total in 
each class by the sum of the totals for each of the seven classes. 


Line 28: The estimated distribution of veterans for all of Canada was obtained 
from Professor Gillespie and his technique for estimating this distribution 
was discussed in Chapter 4. This procedure is the same as the one used to 
adjust the distribution for university students, and is similar to the procedure 
used to bring the series forward from 1959 to 1961. 


Lines 29-35: These series were obtained directly for Ontario from U.E.S. 1959 
and brought forward to 1961 in the usual manner. 


Line 36: The basis for this series, “Taxable consumption: Ontario retail sales 
tax”, was the U.E.S. 1959. The individual items in each of the expenditure 
categories were examined to determine whether they were taxable The taxable 
expenditures in each income class were multiplied by the number of families 
and individuals in each class. The expenditures in each class were then 
summed and the percentage distribution was computed by dividing the sum 
of the taxable expenditures in each class by the total taxable expenditures for 
all seven classes. The percentage of the expenditures deemed taxable for each 
major expenditure category is given in Chapter 3. This series was computed 
for 1959 and brought forward to 1961 in the usual manner. 


Line 37: The series for the manufacturers’ sales tax was computed in the same 
manner as for the Ontario sales tax except that the proportion of the expendi- 
ture in each expenditure category that was deemed to be taxable was obtained 
from Professor Gillespie. 


Line 38: The distribution for total consumption was obtained directly for Ontario 
from U.E.S. 1959 and brought forward to 1961 in the usual manner. 


Line 39: The distribution for “general expenditures and taxes” was obtained by 
combining lines 8, 9, 14 and 27. This is as a result of assuming that one- 
fourth of the general items should be allocated to families on the basis of the 
number of families and unattached individuals in each class; one-fourth 
according to the number of people in each class; one-fourth according to the 
amount of family money income in each class; and one-fourth according to 
the business income received in each class. Line 14, dividends received, 
has a smaller weight in this combination than the other three lines because 
part of the general items allocated to business income is received by non- 
residents of the country. 


Line 40: The distribution of business property tax payments was obtained by 
taking a weighted average of lines 14 and 38. The weight given to line 14 
was the proportion of the business property tax burden assumed to be borne 
by owners of businesses in Ontario. The remainder of the tax on business 
was assumed to be shifted forward to consumers. 
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Line 41: The distribution of total property tax assessment was obtained by taking 
a weighted average of lines 17, 19, 20, 38, 14, 30, 42. The weight given 
each line was equal to the proportion of the property assessment allocated to: 
owner-occupied housing, improvements portion of rental housing, land portion 
of rental housing, improvements portion of business property, land portion of 
business property, improvements portion of farm property, and land portion 
of farm property. 


Line 42: The distribution for the value of farm property is for all of Canada, and 
it was obtained from Professor Gillespie. 


TABLE 2:1 


Line 1: Wages and salaries: The total for Ontario was obtained directly from 
N.A. and it was distributed by line 1, Table B1. 


Line 2: Military income: The total military pay and allowances for Ontario was 
obtained directly from N.A. and was distributed by line 13, Table B1. 


Line 3: Farm income: The total net farm money income for Ontario was obtained 
directly from N.A. and it was distributed by line 12, Table B1. 


Line 4: Investment income: The total investment income for Ontario was obtained 
directly from N.A. and it was distributed by line 3, Table B1. 


Line 5: Non-farm unincorporated income: The total net non-farm unincorporated 
income for Ontario was obtained directly from N.A. and was distributed by 
line 4, Table B1. 


Line 6: Private pensions: The total for Ontario was obtained from Professor Gil- 
lespie’s study by multiplying the total Canadian pensions by the ratio of 
wages and salaries in Ontario to wages and salaries in Canada. This total 
was distributed by line 1, “wages and salaries”, Table B1. 


Line 7: Transfer payments: For all purposes transfer payments were divided into 
three categories: family allowances, old age payments and other transfers. 
The totals for these categories were obtained for Ontario directly from N.A. 
Family allowances were distributed by line 5, Table B1; old age payments 
were distributed by line 6, Table B1; other transfer payments, which include 
veterans’ pensions, unemployment benefits, direct relief, workmen’s compen- 
sation and other items were distributed by line 7, Table B1. 


Line 8: Total money income: Total money income is the sum of lines 1 though 7. 


Line 9: Imputed rent: The total was obtained directly for Ontario from N.A. and 
it was distributed by line 17, Table B1. 


Line 10: Imputed interest: The total imputed interest for Ontario was obtained by 
multiplying the total imputed interest for Canada by the ratio of liquid assets 
held by Ontario residents to the total liquid assets held by all Canadians. 
This total was distributed by the series “liquid assets”, line 15, Table B1. 


Line 11: Food and fuel consumed on the farm: The total food and fuel grown and 
consumed on the farm was obtained for Ontario directly from N.A. and was 
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distributed by line 11, Table B1, “number of farm operators”. Although this 
series is imperfectly related to food and fuel consumed on the farm, we judged 
that it was superior to any other available series. This is because we believe 
that food and fuel grown and consumed on the farm is related more directly 
to the number of farmers than to farm income, the primary alternative. 


Line 12: Investment income of life insurance companies: This total was obtained 


for Ontario directly from N.A. and was distributed by line 16, “insurance 
premiums paid”, Table B1. The use of this series to distribute this imputed 
income assumes, of course, that insurance premiums are directly related to 
the accrued investment income of life insurance companies. 


Line 13: Total imputed income: The total imputed income is the sum of lines 9 


through 12. 


Line 14: Personal income: Personal income is the total of lines 8 and 13. Although 


this point is discussed at greater length in Chapter 2, it should be pointed 
out that our definition of personal income differs slightly from that of the 
National Accounts. 


Line 15: Retained earnings: The total for Ontario was computed in two steps. The 


total retained earnings for all of Canada was obtained from Professor Gil- 
lespie. This Canadian total was first reduced to reflect the foreign ownership 
of Canadian industry. This was accomplished by multiplying the Canadian 
total by the ratio of foreign investment to total investment in Canada. The 
Ontario total was then obtained by multiplying this product by the ratio of 
dividends received in Ontario to total dividends received by all Canadians. 
The Ontario total was then distributed by line 14, Table B1. This method of 
obtaining the Ontario total is described in greater length in Chapter 2. 


Line 16: Unshifted portion of corporation income tax: This total for Ontario is a 


sum of three parts. One part is the federal tax that rests on Ontario stock- 
holders; a second part is the Ontario corporation tax that rests on Ontario 
stockholders; and the third part includes the corporation taxes levied by the 
other provinces that rest on Ontario stockholders. The total tax figures are 
taken from Table 3:1 and the techniques used to obtain the Ontario totals 
are described in Chapters 2 and 3. The Ontario total was distributed by line 
14, Table B1. 


Line 17: Social insurance contributions borne by workers: This category includes 


public service pensions, workmen’s compensation, industrial vacations and 
unemployment taxes. The totals for these items were obtained from Table 
3:1 and the technique for determining the Ontario totals is described in 
Chapters 2 and 3. The workmen’s compensation and industrial vacations 
payments and the public service pensions which rest on Ontario residents 
were distributed by line 1, “wages and salaries”, Table B1. Although we 
recognize that the series “wages and salaries” is an imperfect measure of these 
payments because the payments are likely to be concentrated more in the 
lower income class than are wages and salaries, there appeared to be no 
superior alternative. The unemployment payments resting on workers were 
distributed by line 2, Table B1. 
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Line 18: Property tax and natural-resource revenues borne by stockholders and 
farmers: The property tax category includes the property and business taxes 
levied by all provinces that were borne by Ontario stockholders and farmers. 
The natural-resource category includes all of the taxes and fees levied by all 
of the provinces and the federal government that were deemed to accrue to 
Ontario stockholders. Approximately two-thirds of this total of $94 million 
resulted from property and business taxes and one-third from natural-resource 
taxes and fees. The total taxes and fees of $94 million was distributed by 
line 14, “dividends received”, Table B1. 


Line 19: Miscellaneous taxes and fees: This category includes minor taxes, fees 
and charges levied by all governments in Canada that were deemed to accrue 
to Ontario stockholders. In general one-fourth of the total of this miscel- 
laneous category was allocated to business income and the Ontario shares of 
the federal, Ontario provincial and municipal, and other provincial-municipal 
revenues were obtained in the same manner as for the corporate income tax. 


Line 20: Total adjustments: This total was obtained by summing lines 15-19. 


Line 21: Total adjusted personal income: This total was obtained by adding lines 
14 and 20. 


Line 22: Government interest and transfer payments: This total was obtained by 
summing the interest payments and the transfer payments received by Ontario 
residents from all levels of government. These statistics were obtained from 
Table 4:6 where the totals are already distributed by income class. 


Line 23: Total pre-government income: This total was obtained by subtracting line 
22 from line 21. 


Line 24: Government revenues: This total was obtained from the last line of Table 
35: 


Line 25: Government expenditure: This total was obtained from Table 4:6. 


Line 26: Total post-government income: This total was obtained by adding line 25 
to line 23 and subtracting line 24 from this sum. 


TABLE 3:1 


Line 1: Personal income tax: The Ontario total and Ontario share were obtained 
from F.S.P.G. The federal total and the Ontario share of the federal total 
were obtained from G.A.B. 


Line 2: Corporation income tax: The totals for the Ontario corporation income tax 
and those of the other provinces were obtained from F.S.P.G. The federal 
total was obtained from F.S.G.C. The Ontario shares of the corporation 
income taxes levied by Ontario, the other provinces, and the federal govern- 
ment were obtained by the techniques described in Chapters 2 and 3. 


Line 3: General sales tax: The Ontario total was obtained by multiplying the yield 
for seven months given in F.S.P.G. by 12/7 to estimate the yield that Ontario 
would have obtained if the tax had been in effect for the entire year. The 
Ontario share of the Ontario tax was obtained by subtracting the amount of 
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the tax that was shifted forward to foreigners because some producer goods 
were taxed. The federal total was obtained from F.S.G.C. and the Ontario 
share of it was computed by multiplying the total tax receipts by the ratio of 
consumption in Ontario to total Canadian consumption. The consumption 
data for Ontario and for all of Canada were taken from U.E.S. 


Line 4: Highway-user revenues: The Ontario total was obtained from F.S.P.G. by 
adding together motor fuel revenues and motor vehicle licences. The Ontario 
share was obtained from this total by assuming that passenger vehicle owners 
bear one-half of the tax and fees and commercial vehicles bear the remaining 
one-half. Eighty per cent of the tax and fees resting on passenger vehicle 
owners was assumed to be borne by residents of the province and 41 per cent 
of the tax and fees initially borne by commercial vehicle owners was borne 
by residents of the province. The other provincial and municipal road-user 
levies borne by Ontario residents resulted from Ontario tourists travelling in 
the other provinces and from Ontario consumers who used goods that were 
transported across or from the other provinces. In making these calculations, 
we assumed that Ontario residents paid approximately 3 per cent of the gaso- 
line taxes (levied by other provinces) that were paid by passenger vehicle 
owners. We also assumed that Ontario residents bore approximately one- 
fourth of the licences and fuel taxes paid by commercial vehicle owners to the 
other provinces. 


Line 5: Selective excise taxes: The Ontario total was obtained from F.S.P.G. and 
the Ontario share was obtained by subtracting the amount paid by tourists in 
the province. We assumed that non-residents paid 10 per cent of the liquor 
profits and licences and 30 per cent of the admissions and pari-mutuel taxes. 
These estimates were based on information supplied by the Ontario Depart- 
ment of Travel Research. The federal total was obtained from F.S.G.C. The 
Ontario portions of the taxes included in this category were obtained by multi- 
plying the Canadian totals by the ratio of the consumption of the item in 
Ontario to total consumption in Canada. The consumption estimates were 
again based on U.E.S. 


Line 6: Succession duties: The Ontario total was obtained from F.S.P.G. and the 
estimate of the tax borne by non-residents was supplied by the Succession 
Duty Branch of the Ontario Treasury. The federal total was obtained from 
F.S.G.C. and the Ontario share of the estate tax was obtained from G.A.B. 


Line 7: Import duties: The federal total was obtained from F.S.G.C. and the 
Ontario share was obtained by first subtracting the tax borne by non-residents 
of Canada and multiplying this result by the ratio of total consumption in 
Ontario to total consumption in Canada. 


Line 8: Property tax: The total for all provinces was obtained from F.S.M.G. The 
Ontario share of the taxes was obtained by the use of the incidence assump- 
tions described in Chapter 3. In those provinces where a business tax was 
levied, the property tax receipts include both the property tax and business 
tax revenue. 
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Line 9: Natural-resource revenue: The total was obtained from F.S.P.G. and it 
includes three categories of items: taxes, licences and fees. Some of the items 
were treated like the corporation income tax, others like a general sales tax, 
and others like excise taxes on specific expenditures such as camping and 
hunting and fishing. 


Line 10: Social insurance contributions: The Ontario and federal totals were 
obtained from N.A. The Ontario share of the federal total was also obtained 
largely from N.A. The Ontario share of the Ontario taxes and the federal 
levies also results from the incidence assumptions employed in Chapter 3. 
The Ontario provincial and municipal programs include workmen’s compen- 
sation, public service pensions, industrial employee vacations. Federal levies 
include the unemployment taxes and public service pension contributions. 


Line 11: Other taxes and miscellaneous revenue: This category includes hospital 
insurance premiums, sales and services, fines and penalties and licences and 
fees and miscellaneous revenues. The hospital insurance premiums were 
assumed to rest completely on Ontario residents, but the other Ontario rev- 
enues were assumed to be borne partly by receivers of investment income, 
some of whom live outside the province. The proportion of federal expendi- 
tures in this category accruing to Ontario residents was determined by employ- 
ing the formula for distributing miscellaneous revenues and expenditures, 
described in Chapters 3 and 4. The general revenues obtained by the other 
provincial-municipal governments which accrued to Ontario residents were 
also determined by employing this formula. Other taxes, such as the provin- 
cial sales taxes, were also included in the miscellaneous category rather than 
in specific categories. 


Line 12: Total: Line 12 was obtained by summing lines 1 through 11. 


TABLE 22 


Table 3:2 is based on data supplied by the Ontario Department of Municipal 
Affairs. The data supplied by this department showed the value of land and 
improvement assessment for residential, business and farm. To obtain a 
breakdown in the residential category between owner-occupied housing and 
residential housing, we employed data from the 1958 S.C.F. In using these 
data we assumed that renters spent the same amount on housing as home- 
owners in each income class. These assessment figures were then used to 
distribute the property tax revenue among the eight categories shown in the 
table. The only adjustment to the assessment figures was to assume that busi- 
nesses paid 10 per cent more per dollar of assessment than the other three 
categories because of provincial grants to municipalities. 


TABLE 3:3 
The totals for the items in the last three columns of Table 3:3 (Distribu- 
tion to Ontario residents, Distribution to other Canadian and foreign resi- 
dents, Total distribution) were taken directly from Table 3:1. The only 
deviations we have made from Table 3:1 involved placing hospital premium 
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payments in a separate category and dividing property and business tax 
receipts into property and business categories. The total for hospital premiums 
was obtained directly from F.S.P.G. In dividing the published property and 
business tax receipts into the two categories we assumed that the business tax 
receipts were equal to 40 per cent of the property tax paid by businesses. This 
percentage was determined from the study of the business tax by William 
Merritt and other studies conducted by The Ontario Committee on Taxation. 
The remainder of the description of this table will concentrate on the series 
used to distribute each of the Ontario shares of the various revenues. 


Lines 1 and 17: Personal income tax: These totals were distributed by line 18 of 
Table B1. 


Lines 2, 18 and 26: Corporation income tax: The unshifted portion of the tax was 
distributed by line 14, Table B1. The portion of the tax assumed to be shifted 
forward to consumers was distributed by line 38, Table B1. 


Line 3: General sales tax: This total was distributed by line 36, Table B1. 


Lines 4 and 27: Highway-user revenues: These totals include three sub-categories. 
The motor vehicle revenues initially allocated to commercial vehicle owners 
were assumed to be shifted forward to consumers in the form of higher prices. 
Thus, these revenues were distributed by line 38, “total consumption”, Table 
B1. The Ontario motor vehicle licences allocated to private passenger vehicle 
owners were distributed by line 23, “automobile purchases”, Table B1. This 
distributive series of automobile purchases is imperfectly related to motor 
vehicle licences, but there appears to be no superior alternative. The gasoline 
tax receipts allocated to private passenger vehicle owners were distributed by 
line 24, “automobile operating expenditures”, Table B1. This series is also 
somewhat imperfectly related to gasoline purchases but since gasoline pur- 
chases form a high proportion of total automobile operating expenditures the 
error is not likely to be large. 


Line 5: Excise taxes: This total includes receipts from the hospitals tax, pari-mutuel 
tax and liquor profits and licences. The receipts from the hospitals tax and 
the pari-mutuel levy were distributed by line 34, “expenditures on movies, 
plays, concerts and sports events’, Table Bl. The revenues from liquor 
licences and liquor profits were distributed by line 32, Table B1. 


Lines 6 and 21: Succession duties, estate tax: Both the succession duties and the 
estate tax receipts were allocated to the highest income class on the basis of 
the reasoning described in Chapter 3. 


Lines 7 and 29: Natural-resource revenue: This total includes three types of rev- 
enue. The revenues that were deemed similar to profits taxes were distributed 
by line 14, Table B1. The revenues classified as sales taxes were distributed 
by line 38, Table B1. The remaining category of revenue includes such items 
as fishing and hunting licences, camping permits and other charges to those 
using provincial land for recreational purposes. This last category of revenue 
was distributed by line 35, “expenditures on equipment, fees and licences for 
svorts”, Table B1. 
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Lines 8 and 22: Social insurance contributions: The provincial items included were 
workmen’s compensation, industrial employee vacations and public service 
pensions. At the federal level public service pensions and unemployment 
payments were included. One-half of the workmen’s compensation, indus- 
trial employee vacations and public service pensions and three-fourths of 
the unemployment tax receipts were distributed by line 1, “wages and 
salaries”, Table Bl. One-half of the workmen’s compensation, industrial 
employee vacations and one-fourth of the unemployment tax payments were 
allocated by line 38, “total consumption”, Table B1. As discussed in Chap- 
ter 3, the public service pensions deemed to be borne by the government were 
not included because they were covered by other tax receipts. 


Line 9: Hospital premiums: This total was distributed by line 22, Table B1. 


Lines 10, 14, 24 and 30: Other taxes and miscellaneous revenue: Most of the 
revenue in this category was classified as miscellaneous revenue and was dis- 
tributed by line 39, Table B1. However, there were some minor provincial 
taxes, such as the fire marshals tax, and the land transfer tax, which were 
assumed to be borne in proportion to property assessment (line 41), and the 
security transfer tax, which was distributed by line 14, Table B1. 


Line 11: Total provincial revenues: This total was obtained by summing lines 1 
through 10. 


Lines 12 and 28: Property tax: The Ontario tax includes seven categories: tax on 
owner-occupied residential housing, tax on rented housing paid by renters, 
tax on rented housing paid by owners, tax on business paid by consumers, tax 
on business paid by owners, tax on farms paid by consumers of food, tax on 
farms paid by owners. The first category was distributed by line 17, Table Bl. 
The second category was distributed by line 19, Table B1. The total of 
the third category was distributed by line 20, Table B1. The fourth item was 
distributed by line 38, Table B1. The total of the fifth category was distri- 
buted by line 14, Table B1. The total of the sixth category was distributed 
by line 30,-Table B1. The total of the seventh and last category was distri- 
buted by line 42, Table B1. The property taxes levied by the other provinces 
accrued to Ontario residents as owners of firms which were located in other 
provinces and as consumers of products which were produced or grown in 
other provinces. These categories are identical to categories 4, 5 and 6 
described above and were allocated in a similar manner. 


Line 13: Business Tax: Line 13 was distributed by line 40, Table BI. 


Line 15: Total municipal revenue: This line was obtained by summing lines 12 
through 14. 


Line 16: Total provincial and municipal revenue: This line was obtained by adding 
lines 11 and 15. 


Line 19: General sales tax: This total was distributed by line 37, Table B1. 


Line 20: Other excises: This total includes tobacco, alcohol and automobile excises. 
The tobacco tax receipts were distributed by line 33, Table B1. The receipts 
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from alcohol or liquor were distributed by line 32, Table B1, and the excise 
tax receipts from automobiles were distributed by line 23, Table B1. 


Line 23: Import duties: This total was distributed by line 38, Table B1. 


Line 25: Total federal revenues: This total was obtained by summing lines 17 
through 24. 


Line 31: Total other provincial and municipal revenues: This line was obtained by 
summing lines 26 through 30. 


Line 32: Total revenue for all levels of government: This line was obtained by 
summing lines 16, 25 and 31. 


TABLE 3:4 


All of the figures in Table 3:4 were obtained by dividing, line by line, 
each of the items in the first eight columns of Table 3:3 by line 26 of Table 
2:1. The only exceptions to this procedure were the alternative calculations 
shown at the bottom of Table 3:4. For the first item, “Ontario corporation 
tax 100 per cent shifting”, the total corporation tax accruing to Ontario resi- 
dents was distributed by line 38, Table B1, and then divided by line 26, Table 
2:1. For the “Ontario corporation tax, zero shifting”, the entire tax accruing 
to Ontario residents was distributed by line 14, Table B1, and divided by line 
26, Table 2:1. The item “Ontario sales tax 100 per cent on factor incomes” 
was distributed by line 21, Table B1 and divided by line 26, Table 2:1. 


TABLE 4:] 


Table 4:1 is derived in much the same way as Table 3:1. The primary 
sources of data for this table were Financial Statistics of the Government of 
Canada 1961, Financial Statistics of Provincial Governments 1961 and Finan- 
cial Statistics of Municipal Governments 1961. In addition to these sources, 
some use was made of data provided by the National Accounts. The major 
differences between our table and the tables found in the government docu- 
ments are: (1) we have included some expenditures such as unemployment 
compensation that are payable from government trust funds; (2) intergovern- 
mental transfers are not included in our table; and (3) we have regrouped 
many of the items into categories convenient for our analyses. 


Line 1: Highways, roads and bridges: The totals were obtained from the above- 
mentioned documents. For municipal expenditures 85 per cent of the expendi- 
tures on public works were allocated to highways, roads and streets. For the 
users’ portion, the Ontario share of these expenditures was determined in the 
same manner as the motor vehicle revenue shares. This means that we 
assumed that non-residents of the province received 59 per cent of the benefits 
that accrued initially to commercial vehicle owners and 20 per cent of the 
benefits that accrued to owners of private passenger vehicles. We also 
assumed that 25 per cent of the benefits that accrued to property owners were 
received by non-residents. The Ontario shares of the federal and other pro- 
vincial and municipal expenditures were obtained in a similar manner. 
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Line 2: Other transportation and communication: This total was obtained from 
F.S.G.C. and it was assumed that one-half of these expenditures accrued to 
businesses and one-half to individuals. The portion allocated to businesses 
was distributed in the same manner as a tax on total consumption, and the 
portion that accrued to individuals was allocated to each province in propor- 
tion to expenditure on travel in the province to total Canadian expenditure 
on transportation. Transportation expenditure data were obtained from U.E.S. 


Line 3: Education: These totals were taken from the government documents men- 
tioned above and include expenditures on primary and secondary education, 
higher education, education of Eskimos and Indians and vocational training. 
For purposes of allocating some of the federal expenditure to Ontario, we 
placed the federal expenditures in two categories: higher education and all 
other. The Ontario share of the federal expenditures on higher education was 
obtained by multiplying the Canadian total by the ratio of income in Ontario 
to income in Canada. The Ontario share of all other federal expenditures was 
obtained by multiplying the Canadian total by the ratio of the number of 
children under 16 in Ontario to the number of children under 16 in all Canada. 
The provincial and municipal expenditures were allocated between the two 
categories in the government documents. 


Line 4: Health and sanitation: These totals were obtained from the above-men- 
tioned government documents. The Ontario share of the federal expenditures 
in this category was obtained by first placing the federal expenditures in two 
categories: (1) one-half the general health expenditures; (2) one-half the 
general health expenditures plus the expenditures on hospital care. The 
Ontario share of the first category was determined by multiplying the total by 
the ratio of the number of families and unattached individuals in Ontario to 
the total number of families and unattached individuals in Canada. The 
Ontario share of the second category was obtained by multiplying the total 
by the ratio of the population of Ontario to the population of Canada. The 
Ontario share of the municipal expenditures on sanitation (both Ontario 
municipalities and the municipalities of other provinces) was obtained by 
distributing the sanitation expenditures in proportion to non-farm property 
tax assessment and using the same incidence assumptions that were employed 
in distributing the property tax. 

Line 5: Interest payments: The totals were obtained from the government docu- 
ments mentioned above and the allocation of the payments is discussed in 
connection with Table 4:4. 


Line 6: Social welfare payments: These totals represent the sum of the payments 
given in the government documents mentioned above and the payments made 
from government trust funds. The allocation of these payments is deferred 
to the discussion of Table 4:5. 

Line 7: Agricultural expenditures: The totals are from the government documents 


mentioned above and the federal expenditures are placed in two categories for 
the purpose of allocating them by province. The two categories are expendi- 
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tures that are related to the number of farmers and expenditures that are 
related to farm income. The Ontario share of the first category was obtained 
by multiplying the total federal expenditures in this category by the ratio of 
the number of farmers in Ontario to the total number of farmers. The Ontario 
share of the second category was obtained by multiplying the total by the ratio 
of farm income in Ontario to total Canadian farm income. The source for 


the number of farmers is the 1961 census. The source for farm income is 
N.A. 


Line 8: General expenditure: This category includes many diverse items and, as 
mentioned in the text, it was difficult to decide how to distribute these expendi- 
tures. We arrived at a compromise solution that involved allocating one- 
fourth of the expenditures according to dividend income, one-fourth accord- 
ing to family income, one-fourth according to the number of families and 
unattached individuals and one-fourth according to the number of individuals. 
The Ontario share of the federal expenditures was obtained by placing the 
federal expenditures in four categories and multiplying each of these four 
totals by the ratio of the Ontario amount to the total Canadian amount. Some 
of the Ontario general expenditures were allocated to non-residents and some 
of the expenditures of the other provinces were allocated to Ontario residents 
because one-fourth of the expenditures was distributed in the same manner as 
dividend income. 


Line 9: Total: Line 9 was obtained by summing lines 1 through 8. 


TABLE 4:2 


The data for Table 4:2 were obtained from the three government docu- 
ments discussed in connection with Table 4:1, and the methods of allocation 
were discussed in line 3 of that table. 


TABLE 4:3 


Table 4:3 was obtained from the three government documents mentioned 
in connection with Table 4:1 and the methods of allocation were discussed in 
line 4 of that table. 


TABLE 4:4 


In compiling this table we assumed that interest payments were propor- 
tional to debt holdings. Our first step was to subtract the portion paid directly 
to non-residents of Canada for all three government levels. Five per cent of 
the federal interest payments, 22 per cent of the provincial payments and 27 
per cent of the municipal payments were directly allocated to non-residents. 
The remainder of the interest payments was divided into four categories: indi- 
vidual, savings institutions, charter banks and non-financial corporations, and 
insurance companies. As mentioned in the text, the interest payments paid 
by each government to itself or other governments were omitted from the 
analysis. 
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Line 1: Federal interest payments: The total interest received by individuals and 
savings institutions was multiplied by the ratio of liquid assets held in Ontario 
to liquid assets held in all of Canada to obtain the Ontario share of these 
payments. The interest payments made to chartered banks and non-financial 
corporations were treated in the same manner as retained earnings. This 
means that 34 per cent of the payments was first allocated to foreigners and 
approximately 46 per cent of the remainder was allocated to Ontario. The 
interest received by insurance companies was treated in the same manner as 
the tax on insurance premiums. Eighteen per cent of these payments was 
allocated to non-residents and approximately 37 per cent of the remainder 
allocated to Ontario. 


Lines 2-4: Provincial, municipal and other provincial and municipal: For the 
Ontario provincial and municipal payments, 50 per cent of the interest allo- 
cated to individuals and savings institutions was allocated to the province, 
and after subtracting the foreign share of the interest received by the char- 
tered banks, non-financial corporations and insurance companies, 50 per 
cent of the remainder was allocated to Ontario. For the other provincial and 
municipal payments, 42 per cent of the individual and savings institutions 
share and 42 per cent of the chartered banks, non-financial corporations and 
37 per cent of the insurance companies share (Canadian portion) were 
allocated to Ontario. 


Line 5: Total interest payments: This line was obtained by summing lines 1 
through 4. 


TABLE 4:5 


Line 1: Old age benefits: The provincial amount was obtained directly from 
F.S.P.G. and the Ontario share of the federal payments was obtained from 
N.A. 


Line 2: Government pensions: The provincial, municipal and Ontario share of 
federal payments were obtained from N.A. 


Line 3: Family allowances: The Ontario share of the federal payments was obtained 
from N.A. 


Line 4: Benefits to labour: The provincial items in this category include payments 
to the unemployed and unemployables, workmen’s compensation, industrial 
vacation payments and miscellaneous benefits to labour. All of these were 
obtained directly from F.S.P.G. except for the workmen’s compensation pay- 
ments. The total for Ontario was obtained from Professor Gillespie’s total 
for all of Canada by multiplying the Canadian amount by the ratio of families 
and individuals in Ontario to families and individuals in all Canada. The 
Ontario share of federal payments to labour includes unemployment payments 
and services supplied by the National Employment Office. The transfer por- 
tion was obtained from N.A. and the service component was multiplied by the 
total for all of Canada obtained from Professor Gillespie by the ratio of 
families and individuals in Ontario to the ratio of families and individuals in 
Canada. 
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Line 5; Veterans’ benefits: This category includes both direct transfer payments 
and services such as hospital services supplied to veterans. For both com- 
ponents the totals were obtained from Professor Gillespie and the Ontario 
share of these totals was obtained by multiplying the Canadian total by the 
ratio of families and individuals in Ontario to families and individuals in 
Canada. 

Line 6: Miscellaneous transfers: The provincial and municipal amounts were 
obtained directly from F.S.P.G. and F.S.M.G. The Ontario share of the federal 
miscellaneous payments was obtained by multiplying the total obtained from 
Professor Gillespie by the ratio of families and individuals in Ontario to 
families and individuals in Canada. 


Line 7: Total expenditures: This line was obtained: by summing lines 1 through 6. 


TABLE 4:6 
The totals for Table 4:6 were obtained directly from Table 4:1. 

Lines 1, 9, 17 and 26: Highways, roads and bridges: The portion of these benefits 
allocated to owners of passenger vehicles was distributed by line 24, Table 
B1. The portion initially received by owners of commercial vehicles but then 
assumed to be shifted forward to consumers was distributed by line 38, Table 
Bi. The portion allocated to property owners was distributed by line 41, 
Table B1. 

Lines 2, 10 and 19: Education: The portions of these benefits allocated to ele- 
mentary and secondary education and to miscellaneous educational services, 
such as educating Eskimos and Indians and vocational training, were allocated 
by line 25, Table B1. The remaining portion of the education expenditures, 
which was allocated to higher education, was distributed by line 26, Table B1. 

Lines 3, 11, 20 and 27: Health and sanitation: The expenditures classified as gen- 
eral health expenditures were allocated by line 9, Table B1. The expenditures 
classified as hospital care expenditures were distributed by line 27, Table B1. 
The expenditures classified as sanitation were distributed on the basis of non- 
farm assessment. 

Lines 4, 12, 21 and 28: Interest: The interest payments allocated to individuals 
and savings institutions were allocated by line 15, Table B1. The payments 
allocated to chartered banks and non-financial corporations were allocated by 
line 14, Table B1. The interest payments allocated to insurance companies 
were distributed by line 16, Table B1. 

Lines 5, 13 and 22; Payments to the aged were distributed by lines 6 and 7, Table 
B1. Government pensions were distributed according to line 10, Table B1. 
Family allowances were distributed by line 5, Table B1. The service com- 
ponent of veterans’ benefits was distributed by line 28, Table B1. The services 
provided by the National Employment Service were distributed by line 9, 
Table B1. Industrial employees’ vacations were distributed by line 1, Table 
B1. Unemployment benefits, payments to veterans and workmen’s compensa- 
tion payments and miscellaneous transfer payments were distributed by line 7, 
Table B1. 
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Lines 6 and 23: Agriculture: General agriculture expenditures were distributed by 
line 11, Table B1. Agriculture expenditures that were deemed to accrue to 
farmers in proportion to their income were distributed by line 12, Table B1. 


Lines 7, 14, 24 and 29: General expenditures: The expenditures that were deemed 
to benefit all individuals equally were distributed by line 27, Table B1. Ex- 
penditures allocated to families and unattached individuals were distributed 
by line 9, Table B1. Expenditures allocated to families in proportion to their 
income were distributed by line 8, Table B1. Expenditures allocated to 
families in proportion to their investment income were distributed by line 14, 
Table B1. 


Line 18: Other transportation: The expenditures allocated directly to individuals 
were distributed by line 29, Table B1. The rates of the expenditures allocated 
initially to firms but assumed to be shifted forward to families were distri- 
buted by line 38, Table B1. 


Line 8: Total provincial expenditures: This line was obtained by summing lines 1 
through 7. 


Line 15: Total municipal expenditures: This line was obtained by summing lines 9 
through 14. 


Line 16: Total provincial and municipal expenditures: This line was obtained by 
summing lines 8 and 15. 


Line 25: Total federal expenditures: This line was obtained by summing lines 17 
through 24. 


Line 30: Total other provincial and municipal expenditures: This line was obtained 
by summing lines 26 through 29. 


Line 31: Total expenditures for all levels of government: This line was obtained 
by summing lines 16, 25 and 30. 


TABLE 4:7 


All of the statistics in this table were computed by dividing the lines in 
Table 4:6 by line 26, Table 2:1. 


TABLE 5:1 


The statistics under Alternative I were obtained by subtracting the 
relevant lines in Table 3:4 from the relevant lines in Table 4:7. The statistics 
given under Alternative II were obtained by first increasing all of the relevant 
revenue rates by 11 per cent and then subtracting these lines from the rele- 
vant lines in Table 4:7. The statistics listed under Alternative III were 
obtained by increasing the relevant provincial revenue rates ( given in Table 
3:4) by 19 per cent, increasing the municipal rates by 65 per cent, reducing 
the federal revenue rates by 7 per cent and reducing the other provincial and 
municipal revenue rates by approximately 60 per cent, and then subtracting 
these lines from the relevant lines in Table 4:7. 
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